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Bow Valley 


industries Ltd. 


The Year in Brief 


Financial 


Revenue 
Net Income 

Per Common Share 
Cash Flow 

Per Common Share 
Average Shares 

Outstanding 
Capital Expenditures 
Working Capital 


Operations 
Daily Production 


Oil (bbls) 
Gas (MMcf) 
Coal (tons) 
Proved Reserves 
Oi (millions of barrels) 
Gas (Bcf) 
Coal (millions of tons) 
Ojl and Gas Land 
Holdings (at year end) 


(thousands of net acres) 


Gross Wells Drilled 


1980 


$362, 100,000 
$32,000,000 
$ 0.85 
$ 90,900,000 
$ 2.55 


34,631,000 
$194,600,000 
$ 35,600,000 


6,075 
62.0 
0,185 


72.6 
501.6 
76.3 


4,808 
213 


1979 


$275,600,000 


$ 
$ 
$ 
$ 


aed 


16,400,000 
0.49 
59,000,000 
1.79 


32,884,000 
78,000,000 
16,800,000 


4 690 
66.7 


A 9O9C 
4,229 


68.0 
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All amounts in this report are in Canadian dollars, unless stated other 
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All production and reserve statistics in the narrative of this report are on 


a pre-royalty basis 


COVER 


The Aladdin semi-submersible oilwell drilling rig on location 16/7a-16 
in the North Brae field in the United Kingdom sector of the North Sea 


Bow Valley 

Industries Ltd. is 

a Canadian natural 

resource company in- : 
corporated under the laws 

of the Province of Alberta in 

1950. The activities of Bow Val- 

ley are conducted under two oper- 
ating entities: 

e Bow Valley Exploration is engaged 
in domestic and international ex- 
ploration for and development of oil, 
gas, coal, and uranium. 


e Bow Valley Resource Services Ltd. 
provides service and manufacturing 
facilities to the natural resource in- 
dustry in North America. 


Report to the 
Shareholders 


HIGHLIGHTS 


e Record revenues, net income, and 
cash flow from operations. 

e¢ Growing diversification of profit 
sources. 

e Improved debt to equity ratio. 

e Substantial increase in capital 
expenditures. 


FINANCIAL 


Revenue in 1980 was $362 million as 
compared to $276 million in 1979. Net 
income increased to $32 million, or 
$0.85 per share, from $16 million, or 
$0.49 per share. Cash flow from 
operations was $91 million, or $2.55 
per share, versus $59 million, or $1.79 
per share, for the previous year. The 
improvement in earnings and cash 
flow in 1980 was largely attributable to 
increased oil sales and higher selling 
prices, greater coal production, and 
more profitable operations in service 
and manufacturing activities. 


Capital expenditures in 1980 were 
$195 million compared to $78 million 
in 1979. These increased expenditures 
were financed by cash flow from 
operations, bank debt, and: 


® non-recourse exploration and 
development advances, $59 million. 

e the sale of 7% convertible preferred 
shares, $60 million. 

e the sale of 8% convertible 
debentures, $48 million. 


Bow Valley’s working capital at the 
end of 1980 increased to $36 million 
from $17 million a year earlier. 
OPERATIONS 

Oil and Gas 


In exploration and drilling activity 
during 1980, Bow Valley participated in 


drilling 213 wells compared to 180 in 
1979. The overall success ratio 
increased to 81 percent from 68 
percent. 


Bow Valley’s daily oil and gas 
production in 1980 was 6,075 barrels 
of oil and 62 MMcf of gas as 
compared to 4,690 barrels and 67 
MMcf in 1979. 


In Canada, exploration and 
development programs will be 
maintained at current levels due to a 
gas surplus and the unsettled 
conditions resulting from unresolved 
Federal and Provincial Government 
negotiations on pricing and other 
regulatory matters. Gas production in 
Alberta continues at less than capacity 
because of the reduced market 
demand. 


Bow Valley has accelerated its 
exploration and development program 
in the United States due to higher 
product prices and the immediate 
availability of markets. Operations are 
located mainly in the Rocky Mountain 
area, Montana, North Dakota, 
Oklahoma, the Gulf coast, and the 
Appalachians. During 1980, Bow Valley 
entered into a joint venture with a 
Japanese company to conduct a U.S. 
$30 million three-year program in the 
Black Warrior Basin in Mississippi and 
Alabama. Bow Valley anticipates an 
increase in its oil and gas production 
in the United States in 1981. 


The development of the South Brae 
field in the North Sea is on schedule 
and production should begin in early 
1983. Bow Valley’s share of production 
from South Brae will be 15,700 barrels 
of oil per day. A successful well was 
drilled in the Heimdal field during the 
year. Production is scheduled to 
commence in 1986 and Bow Valley’s 


share will be 25 MMcf of gas per day 
and 600 barrels of condensate. 


The Arzanah oil field offshore Abu 
Dhabi will temporarily have reduced 
production in 1981 while a pressure 
maintenance program is effected to 
ensure the ultimate recovery of 
reserves in place. During 1980, a 1.9 
million-acre onshore concession in Abu 
Dhabi was acquired which will require 
a U.S. $8 million investment for 
exploration and development over the 
next six years. Bow Valley has a 20 
percent interest in this venture. 


In Indonesia, Bow Valley is earning a 
4O percent interest in 3.1 million acres 
by spending a total of U.S. $22 million 
in 1980 and 1981. Bow Valley is 
presently participating in oil production 
and expects to increase its oil income 
from this onshore venture during 1981. 


Coal 


Bow Valley’s coal production was 
1,898,000 tons in 1980 compared to 
1,544,000 tons in 1979. 


All of Bow Valley’s steam coal 
production is sold to two utility 
companies under long term contracts 
which provide for the sale of 2,850,000 
tons per year by 1986. 


Substantial additions were made to 
Bow Valley’s coal reserves in 1980. 
This fact, together with highly 
automated processing facilities and an 
efficient non-union work force, should 
ensure that Bow Valley will maintain its 
12 year record of annual increase in 
production. 


Uranium 


At Midwest Lake in northeastern 
Saskatchewan, a decision has been 
made to mine the uranium deposit, 
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subject to regulatory approval. The 
stripping of overburden, drainage of 
the lake, and other construction is 
planned to start during 1982. Initial 
production from this open pit mine will 
take place in 1986 at a rate of 4.4 
million pounds of uranium oxide per 
year. Bow Valley’s share of production 
will initially be 880,000 pounds per 
year. 


Service and Manufacturing 


Bow Valley’s service and 
manufacturing operations are 
conducted by Bow Valley Resource 
Services Ltd. In late February 1981, 
BVRS completed a $62 million public 
financing in Canada. This financing 
involved the sale of shares and 
convertible debentures by BVRS which 
effectively reduced Bow Valley’s equity 
in this subsidiary to 78 percent. For 
purposes of this Annual Report, BVRS 
is, however, recorded as a wholly- 
owned subsidiary. 


Activities of BVRS are administered in 
four groups, the largest of which is the 
Oilwell Drilling Group. Contract drilling 
activities are conducted in Canada and 
the United States. Operations in both 
countries were very profitable in 1980, 
however, increased emphasis will be 
placed on contracting rigs in the 
United States where an unprecedented 
level of exploration activity is taking 
place. In Canada, BVRS believes that 
the development of frontier areas will 
be accelerated and has accordingly 
recently acquired a semi-submersible 
drilling rig at a cost of U.S. $112 
million. The rig is signed to a four-year 
contract to work off the east coast of 
Canada. 


The Industrial Products Group had 
improved operating income in both its 
manufacturing and sales divisions. 


Margins have increased as greater 
emphasis has been placed on the 
manufacture and sale of specialty 
products, primarily to the oil and gas 
industry. 


The consolidation of operations and 
improvement of administrative 
procedures by the Diamond Drilling 
Group resulted in a substantial gain in 
operating income in 1980. This trend is 
expected to continue. 


The Environmental Products Group 
recorded higher operating income from 
the manufacture and sale of heating 
and air conditioning equipment and 
also from environmental control 
activities. 


DIRECTORS AND MANAGEMENT 


It was with deep regret that we 
reported the untimely death in October 
1980 of Frederic J. Ahern, a Director 
of Bow Valley since 1963. Mr. Ahern 
was one of the first investors from the 
United States to support Bow Valley, 
both personally and as a corporate 
representative. His wise and prudent 
counsel will be greatly missed. 


Two new Directors were appointed to 
the Board in November 1980; Arnold 
M. Ludwick, Executive Vice-President 
of Cemp Investments Ltd., Montreal, 
and John S. Poyen, Energy Industry 
Management Consultant, Calgary. 

J. Richard Harris resigned as a 
Director and Officer of Bow Valley on 
February 28, 1981. The Board has 
expressed appreciation for Mr. Harris’ 
support and services over the past ten 
years. At the same time, H. Keith 
Lazelle was appointed Vice-President, 
Corporate Affairs and, in April 1981, 
Henry A. Smith joined Bow Valley as 
Vice-President, General Counsel, and 
Secretary. 


OUTLOOK 


Bow Valley is in a preferable position 
compared to the majority of other 
Canadian energy companies for the 
following factors: 


e Bow Valley has the necessary 
Canadian ownership base to benefit 
from Federal Government incentive 
programs. 


e Bow Valley’s diversified operations 
generate income in Canada, the 
United States, Abu Dhabi, and 
Indonesia. 


¢ Bow Valley has projects in progress, 
as discussed in this report, that ensure 
substantial future contributions to net 
income. 


It is with these factors in mind that 
Bow Valley is optimistic about the 
future and intends to take advantage 
of opportunities that exist. The Board 
wishes to express appreciation to the 
employees whose dedication and com- 
petence have made Bow Valley’s con- 
tinued growth record possible. 


On behalf of the Board, 


p/n 


Daryl K. Seaman, 
Chairman, President, and 
Chief Executive Officer 


April 7, 1981 
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Bow Valley Land Holdings : GULF OF MEXICO 


OIL AND GAS 


OVERVIEW 


Bow Valley is engaged, through Bow 
Valley Exploration, in the international 
exploration for and development of oil, 
gas, coal, and uranium. Operating 
offices are maintained in Calgary, 
Denver, London, and Singapore, and 
approximately 700 technical, operation, 
and administrative personnel are 
employed to conduct the various 
programs. 


OIL AND GAS 


During 1980, Bow Valley invested 
$127.5 million in exploration and 
development and participated in drilling 
213 wells, of which 172 were 
successful. Production during 1980 was 
6,075 barrels of oil per day and 62 
MMcf of gas per day. Proved reserves 
as at December 31, 1980, were 72.6 
million barrels of oil and 501.6 Bcf of 
gas. 


Exploration and development activities 
are being conducted on over 19.6 
million gross acres in Canada, the 
United States, the North Sea, the 
Arabian Gulf offshore Abu Dhabi, 
Indonesia, and other areas. 


Canada 


During 1980, Bow Valley spent $18.4 
million on exploration and development 
activities in Canada, including the 
drilling of 121 wells, of which 49 were 
exploratory wells and 72 were 
development wells.The success ratio 
was 78 percent for exploration drilling 
and 83 percent for development drilling, 
for an overall success ratio of 81 
percent. 


Bow Valley is now placing more 
emphasis on the exploration for deeper 
oil and gas reserves in western Alberta 


Mackenzie 
Delta 


® Bow Valley Land Holdings 


and northeastern British Columbia, 
where undeveloped acreage is still 
available. Bow Valley has an interest in 
2.2 million gross exploratory acres in 
Alberta, Saskatchewan, and British 
Columbia. In 1981, Bow Valley expects 
to participate in the drilling of 133 wells 
in Canada and to spend approximately 
$18 million on exploration and 
development. 


Included in these figures is an 
exploration program with Mega Petrol 
Canada Limited. Bow Valley and Mega 
spent $5 million each in 1980 and will 
spend about $5 million each in 1981 
pursuant to a joint exploration program. 


Bow Valley has marketing arrangements 
for approximately two-thirds of its 
western Canadian gas reserves, with 
the balance currently awaiting markets. 
All this production is sold through 
various pipeline systems to 
approximately ten industrial and pipeline 
customers in Canada. Bow Valley 
estimates that its Alberta gas fields are 
capable of producing approximately 80 
MMcf per day, should gas deliveries 
return to previous levels and additional 
exports to the United States be 
permitted. During 1980, Bow Valley’s 
Canadian gas production was 46.3 
MMcf per day at an average price of 
$2.36 per Mcf and oil sales averaged 
1,540 barrels per day at $14.35 per 
barrel. The majority of this production 
was from Alberta. Proved reserves in 
Canada as at December 31, 1980, were 
283 Bcf of gas and 6.7 million barrels of 
oil. 


In the Mackenzie Delta, Bow Valley has 
a 27.5 percent interest in a 
269,000-gross acre project on which 


two successful wells, Garry P-04 and 
Garry G-07, were drilled in 1975 and 
1978. The first well tested gas flows of 
31 MMcf per day and an oil flow of 
7,920 barrels per day, while the second 
well tested cumulative gas flows of 21 
MMcf per day from two horizons. There 
are no current plans for further drilling 
until a suitable transportation system 
has been approved. 


In the Beaufort Sea area of the 
Canadian Arctic, Bow Valley has various 
interests in 319,400 gross exploratory 
acres. These lands are approximately 
30 to 60 miles from shore in water 
depths ranging from 60 to 200 feet. 
Marine geophysical work has been 
completed by the operators and, while 
promising structures have been 
identified, there are no current plans to 
drill at this time. An exploration program 
could be initiated depending on the 
progress of the Beaufort Sea project of 
Dome Petroleum Limited which has 
located hydrocarbons in its Tarsuit well 
approximately 15 miles from one of Bow 
Valley’s permits. This well tested at the 
rate of 800 barrels of oil per day and 
3.2 MMcf per day of gas from a 
160-foot pay section. Dome expects to 
complete an artificial production island 
during 1981 and thereafter commence 
development drilling. 


Bow Valley currently has a 1.71 percent 
equity interest in Panarctic Oils Ltd., a 
company formed jointly by the 
Government of Canada and others to 
explore for oil and gas in the Arctic 
Islands. Panarctic reports that it has 
discovered approximately 16 trillion 
cubic feet of natural gas and that 
exploration and appraisal drilling for 
additional reserves is continuing. 
During 1980, Panarctic participated in 
the drilling of four exploratory wells, of 
which three were discovery wells. 
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OIL AND GAS (continued) 


United States 


During 1980, Bow Valley spent $19.1 
million on exploration and development 
activities in the United States including 
the drilling of 74 wells, of which six 
were exploratory wells and 68 were 
development wells. The success ratio 
was 17 percent for exploration drilling 
and 94 percent for development drilling, 
for an overall success ratio of 88 
percent. Bow Valley's most significant 
development drilling occurred in the 
Altamont-Bluebell oil field in Utah, the 
Madisonville gas field in Texas, and the 
Plateau Creek gas field in Colorado. 
During 1980, Bow Valley accelerated its 
land acquisition program and acquired 
more than 50,000 gross acres, including 
interests in the Williston Basin in 
Montana and North Dakota. As at 
December 31, 1980, Bow Valley had an 
interest in 667,750 gross exploratory 
acres in the United States. 


Bow Valley’s activities in the United 
States have increased significantly 
during the past three years, partially 
because of participation in a farmout 
and exploration program with Mega 
Petrol (U.S.A.) GmbH & Co. Erste Oel 
und Gas KG. Following expenditures of 
approximately U.S. $11.5 million, Mega 
earned 50 percent of Bow Valley's 
interest in essentially all of Bow Valley's 
undeveloped exploration acreage west 
of the Mississippi River. Each party 
spent U.S. $3 million in 1980 and plans 
to spend U.S. $13.4 million in 1981. 


Bow Valley recently had six 
rigs drilling for the Company 
in the Altamont-Bluebell area 
in northeast Utah. 


In December 1979, Bow Valley 
participated in a gas discovery 100 
miles offshore Louisiana. The operating 
group has approved development of the 
property and design work has begun on 
a production platform. Development 
drilling commenced in the fourth quarter 
of 1980 and production is expected to 
begin in June 1981. The total cost of 
developing the property is estimated at 
U.S. $14 million, which amount includes 
construction of a five-mile pipeline to the 
nearest transmission system. Bow 
Valley has a 9.17 percent interest in the 
project and will receive 1.5 MMcf of gas 
per day. 


In November 1980, Bow Valley signed a 
joint venture agreement with a U.S. 
subsidiary of Japan Petroleum 
Exploration Co. Ltd. to conduct oil and 
gas exploration and development 
programs over a large area of the Black 
Warrior Basin in the States of 
Mississippi and Alabama. The 
agreement provides for a joint 
expenditure of approximately U.S. $30 
million during its initial three-year term. 
Bow Valley is the operator and com- 
menced drilling in November 1980. To 
March 31, 1981, five wells had been 
drilled in the program including two oil 
wells, two gas wells, and one dry hole. 


During 1981, Bow Valley expects to 
participate in drilling 120 wells and 
spend $36 million on exploration and 
development in the United States. 


During 1980, United States oil 
production was 2,366 barrels per day at 
an average price of $30.45 per barrel 
and gas sales were 15.8 MMcf per day 
at an average price of $2.33 per Mcf. 
The majority of oil production was in 
Utah while gas sales were mainly from 
West Virginia, Colorado, and Texas. 


Proved reserves in the United States as 
at December 31, 1980, were 11.7 
million barrels of oil and 101.5 Bcf of 
gas. 


United Kingdom 


In the United Kingdom sector of the 
North Sea, Bow Valley has a 14 percent 
interest in the Brae field which Is 
located about 150 miles northeast of 
Aberdeen, Scotland, in 350 feet of 
water. 


The first exploratory well was drilled in 
1975 on Block 16/7a and discovered the 
Brae field. Subsequently, 14 wells were 
drilled in Block 16/7a and have defined 
three separate reservoirs of the Brae oil 
field as well as a Paleocene oil and gas 
discovery. The three reservoirs are 
designated North, Central, and South 
Brae. 


Early in 1980, the Minister of Energy 
approved a plan for the development of 
the South Brae reservoir, which the 
operator, Marathon Oil (U.K.) Limited, 
recently estimated would cost $2.8 
billion, including contingencies and after 
giving effect to inflation. The proposed 
facilities will include an eight-legged, 
48-slot steel production platform from 
which 19 producing wells, 14 water 
injection wells, and three gas injection 
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OIL AND GAS (continued) 


wells will be operated. Production is 
anticipated to commence early in 1983 
and to peak at a rate of 112,000 barrels 
per day of oil and natural gas liquids. A 
pipeline with a capacity of at least 
200,000 barrels per day will be 
constructed from the production 
platform to the pipeline system servicing 
the Forties field and the oil and natural 
gas liquids will be transported from 
there to shore on a tariff basis. The 
excess Capacity is designed to 
accommodate additional production 
from other Brae reservoirs. Construction 
of the pipeline is expected to begin in 
the summer of 1981. 


Proved undeveloped reserves at South 
Brae on Block 16/7a were estimated at 
February 9, 1979, at 292 million barrels 
of oil and natural gas liquids and 154 
Bcf of gas. Bow Valley’s share of 
proved reserves is 40.9 million barrels 
of oil and 21.5 Bef of gas. 


During 1980, drilling activity at Brae was 
as follows: 


e A successful exploratory well in Block 
16/3a was drilled to a depth of 15,415 
feet, approximately nine miles northeast 
of the Brae discovery well. From five 
tests of a 655-foot gross hydrocarbon 
section, oil flows ranged from 2,545 to 
3,817 barrels per day and gas volumes 
varied from 16,000 to 28,800 Mcf per 
day. The drilling of 16/3a-1 satisfied Bow 
Valley’s work obligations with respect to 
Block 16/3b. 


The Aladdin rig drilling in 350 
feet of water in the North 
Brae field in the United 
Kingdom sector of the North 
Sea. 


® Oil Wells 


e A successful appraisal well in North 
Brae, 16/7a-14, was drilled to a depth of 
13,260 feet and from five tests of a 
572-foot gross hydrocarbon section had 
oil flows of 2,887 to 4,336 barrels per 
day and gas/oil ratios ranging from 
3,640 to 7,212 cubic feet per barrel. 


e A delineation well, 16/7a-15, was 
abandoned after encountering 
hydrocarbon shows in Central Brae. 


e An appraisal well, 16/7a-16, is 
currently being drilled in North Brae and 
as at March 31, 1981, was at a depth of 
approximately 15,000 feet. The well will 
be drilled to a depth of 17,000 feet to 
delineate the Upper Jurassic reservoir 
and test the underlying Middle Jurassic 
formation, not previously reached on the 
Brae Blocks. 


Bow Valley’s share of all costs are 
being advanced by The Louisiana Land 
and Exploration Company and by B.C. 
Coal Ltd. (formerly Kaiser Resources 
Ltd.), a majority of the shares of which 
were recently acquired by British 
Columbia Resources Investment 
Corporation. The advances are made as 
a non-recourse loan with principal and 
interest repayable only from 70 percent 
of Bow Valley’s share of net proceeds 
of production after cash income taxes 
from petroleum produced from the Brae 
field. As at December 31, 1980, 
advances received and interest accrued 
thereon amounted to $87.1 million. 


Norway 


In Block 25/4 in the Norwegian sector of 


the North Sea, Bow Valley has an eight 
percent interest in the Heimdal gas and 
condensate field. The Block is 
approximately 100 miles off the 
Norwegian coast in about 375 feet of 
water. The first exploratory well was 
drilled in 1972, 20 miles south of the 
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Frigg field, and discovered gas and 
condensate in the Paleocene sands. 


Three wells were subsequently drilled to 
delineate the reservoir known as the 
Heimdal field. One well was successful 
and two wells encountered non- 
commercial shows of hydrocarbons. 


A fifth well has recently been drilled to 
13,800 feet to test the Jurassic sands 
and has confirmed recoverable gas 
reserves in the Heimdal sand of 1.3 Tcf 
at about 8,000 feet. Bow Valley’s share 
of proved reserves is estimated to be 
95.4 Bcf of gas and 2.4 million barrels 
of condensate. 


Application has been made to the 
Norwegian Government to market 
Heimdal gas through the Statfjord gas 
transportation system which will 
connect to the Ekofisk system and be 
marketed in Emdem, Germany. 
Production is expected to commence in 
1986 at 307 MMcf of gas per day and 
7,700 barrels of condensate per day. 
The development cost of the Heimdal 
field is estimated to be U.S. $1.2 billion 
including escalation and contingency. 
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OIL AND GAS (continued) 


Abu Dhabi 


Offshore Abu Dhabi in the Arabian Gulf, 
Bow Valley has a ten percent interest in 
the Arzanah oilfield. The field 
commenced production in September 
1979 and is operated by Amerada Hess 
Corporation. 


Bow Valley acquired its first interest in 
Abu Dhabi in 1970 and then participated 
in the drilling of two offshore exploratory 
wells, one of which discovered the 
Arzanah oilfield in 1973. Appraisal 
drilling continued in the Arzanah field, 
which lies about five miles offshore 
Arzanah Island in 50 feet of water, with 
the eleventh appraisal well being 
successfully completed during 
November 1980. 


During 1980, production averaged 
20,650 barrels of oil per day. The 
designed flow rate of the field is 35,000 
barrels of oil per day, however, the 
operator, pursuant to a proration 
notification from the Abu Dhabi 
authorities, reduced production during 
March 1980 to 20,000 barrels of oil per 
day. 


Studies have been completed by the 
operator relating to the need for 
installation of pressure maintenance 
facilities on the Arzanah field in order to 
enhance the ultimate recovery of 
reserves in place. A decision has been 
made to proceed with installation of the 
facilities which will result in temporarily 
reduced production during 1981. 
Capacity of the Arzanah field is 
expected eventually to increase to its 


Flare tower installation on 
Arzanah Island, offshore Abu 
Dhabi. 


g Oil Field 


designed flow rate. Bow Valley’s share 
of production during 1980 was 2,065 
barrels of oil per day at an average 
price of $37.36 per barrel. 


In October 1980, Bow Valley acquired a 
20 percent interest in a concession 
onshore eastern Abu Dhabi covering 
approximately 1.9 million gross acres. 
The work program calls for the 
acquisition of seismic data beginning in 
the spring of 1981 with a view to begin 
drilling operations within two years. Bow 
Valley currently anticipates spending 
approximately U.S. $8 million on this 
venture prior to January 1, 1987. 


Indonesia 


In October 1980, the Indonesian state 
oil company, Pertamina, approved the 
assignment, effective January 1, 1980, 
by Asamera (South Sumatra) Ltd. to 
Bow Valley of a 40 percent interest in a 
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technical assistance contract covering 
approximately 3.1 million gross acres 
onshore South Sumatra. Bow Valley’s 
interest will be progressively earned by 
spending U.S. $11 million in 1980 and 
U.S. $10.5 million in 1981. 


Ten wells were drilled in 1980 and over 
20 wells should be drilled in 1981. 
Present total production from several 
fields on this acreage amounts to 
approximately 1,500 barrels of oil per 
day, and several drillable exploration 
prospects have been identified. In 
addition, engineering studies are 
presently being conducted for the 
blending of heavy oil reserves from 
another field on this acreage with lighter 
crude oils. Bow Valley's proved reserves 
were estimated at December 31, 1980, 
to be 3,422,000 barrels of oil. 
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COAL 


Bow Valley’s wholly-owned coal 
operation in Kentucky mines high-grade 
bituminous coal for sale to two utility 
companies in Florida and South 
Carolina. 


The coal operation in Kentucky is 
located in two counties. Bow Valley has 
highly automated facilities and 
approximately 400 experienced non- 
union employees working on an 
18,900-acre lease in Harlan County. The 
recently acquired 7,800-acre coal 
operation in Bell County will begin 
production in 1981. 


Bow Valley shipped 1,898,000 tons of 
coal from Harlan County in 1980, as 
compared to 1,544,000 tons in 1979. 
The selling prices for the comparative 
periods were both about $35.00 per ton. 
Last year was the twelfth consecutive 
year of increased coal shipments from 
this property. 


Bow Valley now markets virtually all of 
its production as steam coal, under two 
long term contracts. Florida Power 
Corporation has contracted to purchase 
850,000 tons annually to the year 1995 
from the Harlan County property. South 
Carolina Public Service Authority has 
contracted to purchase 1,000,000 tons 
of coal annually to the year 2000 from 
the Harlan County property and, from 
the Bell County property, 100,000 tons 
in 1981 increasing to 1,000,000 tons in 
1986, through the year 2004. Florida 
Power Corporation also has an option 
on additional production in Harlan 
County that could increase sales 


Coal seams in the Bell County 
property range from 30 to 80 
inches in thickness. 


annually by 500,000 tons in 1986. Bow 
Valley’s total annual coal sales, as 
presently contracted, will therefore 
increase from 1,898,000 tons in 1980 to 
2,850,000 tons in 1986. If the optioned 
coal is also sold, sales in 1986 could be 
3,350,000 tons per year. The utility 
companies provide unit trains to take 
delivery of coal at the mines. Existing 
contracts provide for periodic price 
escalations based upon increased costs 
and inflation. 


As at December 31, 1980, coal reserves 
at Harlan County were 46.9 million tons 
and, at Bell County, 29.4 million tons. 
The life index of the total coal reserves 
of 76.3 million tons, based on 
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@ Bow Valley Coal Properties 


contracted and optioned production, is 
32 years. Capital expenditures on the 
coal operation were $13.3 million in 
1980 and are estimated at $18 million in 
1981. 


Coal being delivered by unit 
train to Florida Power in 
Crystal River, Florida. 
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URANIUM 


Bow Valley presently has a 20 percent 
interest in the Midwest Lake uranium 
deposit located in northeastern 
Saskatchewan. The deposit was 
discovered in early 1978 and as at 
December 31, 1980, 449 core holes had 
been drilled, of which 269 encountered 
mineralization. Reserves are estimated 
to be 75 to 80 million pounds of 
uranium oxide. The ore is of a very high 
grade and measures 32 pounds per ton, 
with a grade of 1.6 percent. 


It is expected that the ore, which is at a 
depth of approximately 600 feet, will be 
mined by open pit methods. The latest 
estimates for the capital costs, including 
the surface facilities, tailings 
containment facilities, and the open pit 
development are $371 million, without 
escalation for inflation or contingency. 
The ore will be mined over one and 
one-half years and placed in an 
800,000-ton stock pile at the mill site. 
The uranium will be recovered from the 
ore in a processing plant. The stripping 
of overburden, drainage of the Mink 
Arm of Midwest Lake, and other 


Operator’s base camp at 
Midwest Lake in northeastern 
Saskatchewan. 
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construction is planned to start during 
1982. Ore mining will commence during 
1986, and the initial production of yellow 
cake will take place in 1986 at a 
planned rate of about 4.4 million pounds 
of uranium oxide per year. Bow Valley’s 
interest in the project reduces to 12.5 
percent after recovery of its initial 
investment. Bow Valley spent $1.7 
million on the uranium program in 1980 
and anticipates spending $3 million in 
1981. 


Geologists examining core 
samples from the uranium 
deposit. Several core holes 
encountered various amounts 
of nickel, silver, and cobalt. 
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BVRS 


OVERVIEW 


Bow Valley’s service and manufacturing 
subsidiary, Bow Valley Resource 
Services Ltd., was a wholly-owned 
company until late February 1981. At 
that time, BVRS completed a public 
offering in Canada of common shares 
and convertible subordinated debentures 
that realized net proceeds of $61.7 
million and reduced Bow Valley’s 
ownership to 78 percent. 


As at December 31, 1980, BVRS had 
approximately 2,000 employees 
engaged in activities primarily related to 
the natural resource industry and 
operating in the following groups: 


¢ Oilwell Drilling Group — provides 
contract drilling for the oil and gas 
industry. 


e Industrial Products Group — designs 
and manufactures machinery and 
equipment for, and sells supplies to, the 
forest products, oil and gas, and mining 
industries. 


e Diamond Drilling Group — conducts 
contract drilling for the mining industry 
and manufactures diamond drilling bits 
and related equipment. 


e Environmental Products Group — 
manufactures heating and air 
conditioning equipment and is engaged 
in environmental engineering activities 
and products. 


A BVRS oilwell drilling rig near 
Rock Springs, Wyoming. 


OILWELL DRILLING 


BVRS is one of the largest onshore 
Oilwell drilling contractors in Canada, 
with about 1,100 employees operating 
44 oilwell drilling rigs in western Canada 
and ten rigs in the United States. 
Included in the United States rig count 
is a six-rig operation in the Appalachians 
which remained a wholly-owned 
subsidiary of Bow Valley upon 
completion of the public offering by 
BVRS. During 1980, BVRS drilled 996 
wells in Canada for 3,122,000 feet 
compared to 921 wells and 3,036,000 
feet drilled in 1979. The 1980 footage is 
estimated to be eight percent of the 
total onshore footage drilled in Canada 
during such period. In 1980, BVRS spent 
$37 million to expand its drilling 
capacity through the acquisition of 
additional rigs and $7.8 million on 
capital improvements to existing 
equipment. Capital expenditures on 
land-based rigs in 1981 are estimated at 
$8 million. 


Although BVRS enjoyed a high level of 
drilling activity for most of 1980, the 
National Energy Program proposed by 
the Federal Government in October 
1980 has materially affected the 
Canadian oilwell drilling industry. It is 
anticipated that there will be a 
substantial reduction in oil and gas 
exploration and development in western 
Canada in 1981. BVRS has taken the 
following steps to maintain profit 
margins in the Oilwell Drilling Group. 


e During 1980, BVRS acquired a four- 
rig operation in the Rocky Mountain 
area of the United States complete with 
experienced crews and administrative 
personnel. Drilling activities in the 
United States have been at record 
levels and this trend should be 
continued as further encouragement is 


offered to industry by way of price 
deregulation and market availability. 


e Since December 31, 1980, BVRS has 
moved an additional three deep rigs 
from Alberta to its new base of 
operation in the United States. The 
market in the United States will be 
actively pursued for additional work for 
BVRS’ deeper rigs. 


e In March 1981, BVRS acquired a 
semi-submersible drilling rig for U.S. 
$112 million. The new rig was built in 
The Netherlands and is equipped to 
operate in 1,300 feet of water and is 
capable of drilling to depths of 26,000 
feet. The rig is contracted for four years 
off the east coast of Canada. BVRS 
believes that the Federal Government 
will emphasize the development of 
frontier areas and there should be a 
good market for Canadian rigs in 
offshore programs. 


INDUSTRIAL PRODUCTS 


The Industrial Products Group 
manufactures machinery for and sells 
and distributes supplies to the forest 
products, oil and gas, and mining 
industries. 


e Manufacturing — operations in British 
Columbia consist of 170,000 square feet 
of manufacturing space and includes a 
foundry, steel fabrication shop, machine 
shop, saw shop, and facilities for the 
manufacture of electro-mechanical 
controls. Electrical and mechanical 
repair and field services are also 
provided. Operations near Portland, 
Oregon, include a fabrication shop and 
a machine shop. The manufacturing 
division employs 370 people. 


aaa 
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e Sales and Distribution — these 
activities employ 150 persons operating 
from 14 warehouses across Canada. 
Product lines include a wide range of 
mechanical and electrical power 
transmission items, such as motors, 
gears, chains, and conveyor equipment, 
as well as oilfield supplies. 


Operating profits in both areas continue 
to improve as management has re- 
duced the volume of low-margin prod- 
ucts and has placed greater emphasis 
on the manufacture and sale of 
specialty products, primarily to the oil 
and gas industry. 


In March 1981, BVRS and NOVA, AN 
ALBERTA CORPORATION jointly 
acquired the truck division assets of 
White Motor Corporation of Canada 
Limited at a total cost of about $30 
million. White Motor assembles the 
Western Star heavy-truck at a plant in 
Kelowna, British Columbia, and is a 
profitable and well-managed operation. 


DIAMOND DRILLING 


BVRS conducts contract drilling for the 
North American mining industry and 
manufactures diamond drilling bits and 
related equipment and supplies. 


e Drilling — BVRS employs 150 
persons operating 50 surface and 28 
underground drills for the mining 
industry in the search for and 
delineation of base and precious metals, 
coal, and uranium deposits. Soil 
permeability and porosity testing is 
conducted for the construction industry. 
The division also engages in special 
projects, such as control drilling in the 
oil sands of Alberta and large-diameter 
coring in the oil shales in the United 
States. During 1980, BVRS drilled 
505,700 feet as compared to 556,800 
feet in 1979. New management in this 
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A BVRS-manufactured oilwell 
service rig changing a bottom 
hole pump on an oilwell in 
east central Alberta. 


BVRS (continued) 


Surface diamond drill coring 
lead zinc deposits at Hay 
River, Northwest Territories. 


division, appointed in 1979, implemented 
controls, improved employment policies, 
upgraded and modernized equipment, 
eliminated obsolete units, and closed 
down redundant locations. These 
changes together with other factors 
have substantially improved the financial 
performance of this division. It is 
anticipated that this favourable trend will 
continue. 


¢ Manufacturing — the manufacturing 
division has a 16,500-square foot 
manufacturing plant in Vancouver, 
British Columbia. Approximately 100 
employees manufacture drill bits, drills, 
rods, casing, and related equipment. 
This division is enjoying profitable 
operations and a higher percentage of 


Underground drill in a 
uranium mine in northern 
Saskatchewan. 


its sales is now being made to other 
companies in the industry. 


ENVIRONMENTAL PRODUCTS 


This group has one division which 
manufactures and sells heating and air 
conditioning equipment, and another 
which provides engineering services and 
products related to environmental 
monitoring and control. 


e Heating and Air Conditioning 
Equipment — BVRS’ product lines 
include furnaces and central air 
conditioning equipment for residential 
use, unit heaters, and large engineered 
ventilation, heating, and air conditioning 
products for commercial and 
institutional application. The majority of 
the heating equipment is gas-fired. This 
division has 160 employees operating 
two plants in Edmonton and one in 
Toronto, with combined manufacturing 
space of approximately 100,000 square 
feet. Sales offices are maintained in 
British Columbia, Alberta, and Ontario. 


The market for BVRS’ products is a 
function of activity in certain sectors of 
the Canadian construction industry. 


During 1980, emphasis was placed on 
the commercial and industrial product 
market because of greater profitability, 
however, the residential market should 
improve during the next few years. 
Recent changes in energy costs and 
availability of supply should have a 
favourable influence on future 
conversions to gas-fired residential 
furnaces. 


e¢ Environmental Monitoring and Control 
— this division has offices, laboratory, 
and manufacturing facilities in Calgary 
and has approximately 100 employees. 
BVRS provides a wide range of 
environmental engineering services and 
products, including air quality 
monitoring, meteorological studies, 
environmental impact studies, laboratory 
services, monitoring instrumentation, 
and process control instrumentation. 


BVRS has developed the capacity to 
provide products and services to the 
natural gas processing industry. 
Government and industry are placing a 
greater emphasis on source monitoring 
of sulphur compounds and, in particular, 
sulphur dioxide. This is due to the 
increasing concern for the harmful 
effects of pollution resulting from these 
compounds, especially the impact of 
acid rain on population centres. 
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Selected Consolidated Financial Data 


(Canadian dollars — millions, except per share data) 


Year Ended December 31 


1980 

Reventuey wie te Rhee ee $ 362.1 
NeGEINCOM Gitex tear ceu ieee eer ee 32.0 
Cash flow trom OperationSs= eer ee 90.9 
Share CaplialiSSUCC emesis ar, cn en meee 63.8 
Increase (decrease) in long term obligations 

Debt. pert ee ene 1.8 

Exploration and development advances . . 58.8 
Capital exPenCitUtes ereeseree neta a eer 194.6 
T Otabasseis wet a eee ee ee ee 659.5 
Net book value of.capltal ASSIS ee 51072 
Long term obligations 

DOCBt 8 ad cape eet ee ee eee 257.4 

Exploration and development advances .. 87.1 
Shareholders equity = aaemus eer ogee 184.4 
Return on average shareholders’ equity .... 22.8% 
Ratio of long term debt to 

ShareMnoldersequilly ama ae eee 1.4:1 
Per common share 

INVUMISGIAAE! <a cps accede seen sue ue? $ 0.85 

Gash tlow {ronwoperationS a annie 2.59 

Biviiscec: uth ee ee en. 0.10 
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1979 
$219.6 


16.4 
Seo) 
208 
(eo) 

6.5 
78.0 
480.3 
360.6 
252.0 
2035 
Sh8) 


ZEN 


PU 


$ 0.49 
AG 
0.033 


1978 


$23225 


Seven 
Months 
Ended 
December 31 Year Ended May 31 
1978 1978 1977 
$ 143.8 Sean Sal oe 
8.9 10.9 4.8 
25.9 29.7 14.6 
0.6 0.6 Or 
2129 178.8 123 
2.4 tis 11.9 
54.6 5120 34.5 
Aion By eye: (PaO 
324.4 290.6 92.8 
256.9 229.0 B02 
21.6 19.4 11.9 
54.8 46.2 36.0 
30.1% 26.4% 14.0% 
4.751 50a 1.4:1 
$ 0.29 $ 0.36 $0.14 
0.87 1.00 0.48 
0.017 0.021 QOd7 


Management’s Discussion and Analysis 


(Canadian dollars, unless otherwise indicated) 


OPERATIONS 


Bow Valley’s revenues, net income, and cash flow from 
operations have increased significantly during the period 
1978 to 1980, with the oil and gas, coal, and oilwell drilling 
segments being the main contributors. 


Oil and Gas 


Bow Valley’s revenues and operating income from oil and 
gas production have increased significantly during the 
period 1978 to 1980 as a result of increased oil production 
and higher prices received from oil and gas. 


1980 1979 1978 
AVERAGE DAILY PRODUCTION 
Oil (bbls) 
Canads sree ans. yh 1540 BOO Game 7 00 
United states. 2.....2.. Peclele) “feasts, AAA 
ADULD TaD ieee eee are es 2,065 869 — 
[NCONGS io meme areata ci 104 _ — 
60/504 690 meso 
Gas (Mcf) 
Canada wae eee oes 46.260" 51,539 53,242 
UMtted.ota (Saas 159(Odmmel 5) ZU (al Onoo 
62,021 866,746" 67,027 
AVERAGE PRICE 
Oil (bbls) 
Garlaca wan eae es eee, $14235er) 12-20 we leo 
UNIEd StaleSs sare. ae elope te = NSS ES Meh 
iNew lB apsiell seo O29 ek eee SyAeley chile “= 
INOONCS cd meee ween ane. - 34.97 — —_— 
Weighted average..... $28.89 $17.97 $12.61 
Gas (Mcf) 
Ganaca saan Vpactey NS ej) 88 eI) 
UnitedStates .......... PASS) 1.93 1.80 
Weighted average..... Cy 2ashey S5 aieral S58} 


In Canada, oil production continues to decline as a result of 
the natural production characteristics of Bow Valley’s oil 
wells. The decline in gas production has resulted from the 


general reduction in demand for gas, particularly for the 
export market. The impact of these declines, however, was 
more than offset by the increase in average price received. 
Oil production in 1981 is presently anticipated to 
approximate 1980 levels and gas production should recover 
to the 1978-1979 levels. As provided for in the National 
Energy Program, prices of oil and gas will increase during 
1981; however, the impact of higher prices will be more 
than offset by the new 8% Petroleum and Natural Gas 
Revenue Tax, introduced as part of the Program, which 
Bow Valley anticipates will approximate $4.7 million in 1981. 
Bow Valley estimates that its Alberta gas fields are capable 
of producing approximately 80 MMcf of gas per day, should 
sufficient market demand exist. 


While production of oil and gas has increased at a modest 
rate in the United States during the period 1978 to 1980, 
prices have increased significantly. The large oil price 
increase in 1980 was, however, partially offset by the 
Windfall Profit Tax introduced effective March 1, 1980, 
which reduced Bow Valley’s net income before taxes by 
approximately $3 million. Production and prices should 
show good increases in 1981 as a result of new discoveries 
in 1980, deregulation of oil prices and continuing increases 
of gas prices. During the month of January 1981, Bow 
Valley received an average price of $37.26 per barrel of oil 
and $2.64 per Mcf of gas. 


Production from the Arzanah field in Abu Dhabi, in which 
Bow Valley has a 10 percent interest, commenced in 
September 1979 achieving average daily production for 
Bow Valley of 2,600 barrels during the four months ended 
December 1979, or an average daily rate of 869 barrels for 
the full year. The decline in daily production rate occurring 
in 1980 results from a proration notification received from 
the Abu Dhabi authorities reducing production for the entire 
field to 20,000 barrels per day from the designed flow rate 
of 35,000 barrels, commencing March 1980. The price Bow 
Valley receives for oil produced from the Arzanah field is 
based on world prices as determined by OPEC and 
approximated $44.33 during the month of January 1981. 
Pressure maintenance facilities are being installed in order 
to enhance the ultimate recovery of reserves in place. This 
installation will require the lowering of production to 
approximately 15,000 barrels per day, commencing in 
January 1981. 


Bow Valley began earning an interest in various Indonesian 
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued) 


oil fields effective January 1, 1980. It is anticipated that 
Bow Valley’s production from these fields will increase 
significantly during 1981 as Bow Valley's participation rate 
and production increase. Furthermore, average prices 
received will improve in 1981 in line with increases in world 
prices as determined by OPEC. During January 1981, Bow 
Valley received an average price of $40.60 per barrel. 


Coal 


Coal production increased by 23 percent in 1980 compared 
with a 24 percent increase in 1979. Substantial coal 
reserves were acquired in 1980 and long term sales 
contracts negotiated, with shipments scheduled to 
commence in 1981. Coal production in 1981 is expected to 
exceed 1980 by more than 10 percent and the average 
orice received should also increase; during the month of 
January 1981, Bow Valley received an average price of 
$38.48 per ton. Virtually all of Bow Valley’s coal is now sold 
under long term contracts to Florida Power Company and 
South Carolina Public Service Authority. 


1980 1979 1978 
Average daily 
Production (TONS) ese 5,185 A Oye) SSS) 
Average price 
receivedperton....... $35.56 $35.41 $33.78 


Oilwell Drilling 


Bow Valley’s revenues and operating income from oilwell 

drilling have increased significantly during the period 1978 
to 1980. The oilwell drilling industry in North America has 

enjoyed favourable market conditions during recent years 

which has prompted Bow Valley to increase the size of its 
drilling fleet, and has resulted in increased utilization rates 
and higher gross margins. During 1980, Bow Valley added 
four rigs to its U.S. fleet and five rigs to its Canadian fleet, 
retired two rigs, and disposed of one rig. 


1980 1979 1978 
RIGS OPERATED AT YEAR END 
Canada —shallowrigs.... 23 ee 19 
Canada —deeprigs...... el 20 19 
44 42 38 
United States —deeprigs . 10 25 & 
a 
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1980 1979 1978 
UTILIZATION RATE 
Canada —shallowrigs.... 63% 55% 57% 
Canada—deeprigs...... Taf ral) Ay 
Weighted average...... 70 63 65 
United States —deeprigs . 70 53 70 
Total weighted average... 70% 59% 63% 


The activity level in Canada started to decline in mid-1980 
as a result of the growing surplus of gas. This decline was 
accentuated with the introduction of the National Energy 
Program in October 1980. Uncertainties arising from this 
Program have resulted in predictions of reduced Canadian 
oil and gas exploration, leading to decreased utilization in 
the Canadian oilwell drilling industry. Should this occur, it 
would likely have a greater impact on Bow Valley’s deep 
rigs than on its shallow rigs. Bow Valley believes, however, 
that opportunities available in the rapidly expanding United 
States market and elsewhere reduce the likelihood of 
significant long term oversupply occurring in Canada. 


In April 1980, Bow Valley acquired a four-rig drilling fleet in 
the western United States, known as Apollo Drilling, to 
complement its present operation in the eastern United 
States. This western operation is providing Bow Valley with 
a base for transferring deep rigs from Canada to the United 
States. During the first three months of 1981, three rigs 
were transferred to Apollo. 


BVRS announced on March 17, 1981, that it had agreed to 
purchase a semi-submersible drilling rig at a cost 
approximating U.S. $112 million. The rig is contracted to 
Petro-Canada Exploration Inc. for a four-year period from 
March 1981 and will commence drilling in Canadian waters 
in November, after drilling three wells offshore Europe and 
North Africa. 


Other Segments 


Over the period 1978 to 1980, the Industrial Products 
segment experienced improved economic conditions within 
the oil and gas, forest products, and mining industries 
which are its main customers. Improved bidding and cost 
saving procedures have also had a favourable impact on 
operating income. The general decline expected in 1981 in 
Canadian oil and gas exploration may have a moderating 
impact on this segment; however, management is 


attempting to broaden its product line and market area to 
minimize any negative impact. 


As a result of unsatisfactory performance in the Diamond 
Drilling segment during earlier periods, management has 
concentrated on consolidating its activities, improving 
bidding practices, and increasing operating efficiency. 
These efforts are reflected in the improved operating 
income in 1980. Continued improvement is anticipated for 
1981. 


The Environmental Products segment has had a steady 
growth during recent years. The market for the Company's 
instrumentation and consulting services, particularly in the 
North American gas processing industry, is continuing to 
expand as governments and industry place more emphasis 
on environmental control. 


It has recently been announced that BVRS and NOVA, AN 
ALBERTA CORPORATION acquired the Canadian truck 
manufacturing operation of White Motor Corporation of 
Canada Limited at a cost approximating $30 million. 


GENERAL 


General and administrative expenses have increased as a 
result of inflationary pressures, higher business levels, and 
administrative costs associated with increasing 
governmental reporting and taxation requirements. 


Interest incurred by Bow Valley has increased substantially 
from $25 million in 1978 to $43 million in 1980. This results 
from increases in long term debt, primarily relating to the 
acquisition of Flying Diamond Oil Corporation in 1978, 
larger exploration and development advances received 
relating to the exploration and development of the Brae 
fields in the U.K. sector of the North Sea, and substantially 
higher interest rates in 1979 and 1980. The amount of this 
interest which has been capitalized has risen from $2.8 
million in 1978 to $7.0 million in 1980, partly as a result of 
the change in accounting principles referred to in Note 1 to 
the Consolidated Financial Statements. The remaining 
interest, which has been expensed, has increased from 
$22.2 million in 1978 to $36.0 million in 1980. 


Substantially all of Bow Valley’s long term debt has been on 
a floating rate basis during the period 1978 to 1980. 
Management is attempting to reduce Bow Valley’s 
vulnerability to floating interest rates through the issue of 
additional share capital, as it did in 1979 and 1980, and the 


issue of long term debt at fixed rates. Late in 1980, Bow 
Valley issued U.S. $40 million of 8% Convertible 
Subordinated Guaranteed Debentures and, in February 
1981, BVRS realized approximately $61.7 million from the 
issue of common shares and 11% Convertible 
Subordinated Debentures. Bow Valley is currently 
negotiating for the private sale of 15-year unsecured senior 
notes, expected to realize approximately U.S. $100 million 
at a rate of 14’ percent. 


An analysis of the effective income tax rate is contained in 
Note 10 to the Consolidated Financial Statements. The 
change in method of recording Canadian investment tax 
credits, reviewed in Note 1 to the Consolidated Financial 
Statements, reduced the 1980 effective rate from 44 
percent to 42 percent. 


Bow Valley’s return on average shareholders’ equity has 
declined from the year ended December 31, 1978, primarily 
because of the significant reduction in the ratio of long term 
debt to shareholders’ equity which occurred in 1979 and 
1980. 


As explained in Note 14 to the Consolidated Financial 
Statements, Bow Valley will realize a significant extra- 
ordinary income item approximating $18 million during the 
first quarter of 1981 in recognition of the increase in Bow 
Valley’s share of the net equity of BVRS following the public 
issue of common shares in February 1981 by the latter 
company. 


CAPITAL RESOURCES AND LIQUIDITY 


Historically, Bow Valley has had an aggressive capital 
expenditure program which has required continual 
increases in long term debt and share capital. During the 
period 1978 to 1980 Bow Valley spent $358 million on its 
capital expenditure program and an additional $135 million 
in 1978 for the acquisition of Flying Diamond Oil 
Corporation. To finance these expenditures, Bow Valley 
obtained $91 million through the issue of common and 
preferred shares during the period and $71 million through 
advances in connection with the exploration and 
development of the Brae fields, and increased its long term 
debt by $205 million with substantially all of this increase 
occurring in 1978. 


SSS 
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued) 


The following table provides an analysis of the capital 
expenditures made during the period 1978 to 1980 and the 
expenditures proposed for 1981, in millions of Canadian 
dollars: 


1981 1980 one ICI 


(Proposed) 


Oil and gas 
Canadda ames. ar Hae) SoS REA GSS 2s 
United States .... 36.0 19.1 ee Oe 
AbuiD habia 8.0 9.0 AG) 1555 
United Kingdom... 154.0 60.5 es 676 
NOLWay ane a0) 4.3 0.2 0.5 
ImdOneStaaeess en 14.0 12:9 — — 
UNE He. . Of Weare 3.0 15) Sel 125 
Zo AO 2 (25 53.4 47.0 
Coal tak se wee ae 18.0 13.4 9.5 14.1 
UF ar Uri eee ee ae S10) Wee. ee 0.3 
Oilwell drilling 
equipment ...... 142.0 44.8 9.7 12.6 
Other capital assets . He To 4.2 lid 
$408.0 $1945 $780 $856 


This ambitious capital expenditure program will continue 
over the foreseeable future resulting from exploration and 
development costs incurred in connection with the Brae 
and Heimdal fields and the Midwest Lake uranium project, 
the continued expansion of coal operations, the potential 
acquisition of additional offshore semi-submersible drilling 
rigs, and other projects. Furthermore, increased investment 
in working capital will be required to reflect business growth 
and inflationary factors. 


Exploration and development advances received for the 
Brae fields should approximate $146 million in 1981. The 
remaining capital expenditures planned for 1981 will be 
financed through cash flow from operations and increases 
in long term debt. Bow Valley’s existing lines of bank credit 
have recently been increased to provide for the acquisition 
of the semi-submersible drilling rig and the Canadian truck 
manufacturing operation of White Motor Corporation of 
Canada Limited. 


Historically, Bow Valley has had a high debt-to-equity 
leverage position. As a result of the Flying Diamond 
acquisition in early 1978, Bow Valley’s ratio of long term 
debt to shareholders’ equity increased to 5.0:1. Subsequent 
growth in shareholders’ equity, through profits generated 
and equity issues, has resulted in the ratio improving to 
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1.4:1 at December 31, 1980. Present indications are that 
the ratio at December 31, 1981, should not exceed 2.5:1, 
taking into consideration increased borrowing for the 1981 
capital expenditure program and the impact of the BVRS 
public offering which occurred in February 1981. Bow 
Valley is projecting substantial increases in cash flow from 
operations over the balance of this decade as production 
commences in the Brae field in 1983 and from the 
proposed Heimdal and Midwest Lake projects in 1986. 
These increased cash flows will be used, in part, to repay 
outstanding long term debt and exploration and 
development advances. 


Bow Valley does not prepare a detailed analysis of the 
impact of inflation on its results of operations; accordingly, 
it is impossible to quantify the impact of inflation. Virtually 
all of Bow Valley’s costs and revenues are affected by 
inflation; on the other hand, general market conditions also 
have a significant impact. The current value of Bow Valley’s 
reserves in place increases as a result of inflation and the 
real value of the funds borrowed to acquire or develop 
these reserves declines on a relative basis during 
inflationary periods. 


The National Energy Program introduced the concept of 
paying higher exploration grants, particularly for frontier 
regions, to Canadian-controlled companies with higher 
levels of Canadian ownership. The final rules for 
determining Canadian ownership levels have not been 
published but Bow Valley believes it has sufficient Canadian 
ownership to qualify for exploration grants. If Bow Valley is 
able to qualify for the highest Canadian ownership category 
proposed in the Program, and if significant exploration 
expenditures are made in frontier areas, Bow Valley will 
receive substantial incentive payments. During recent 
years, Bow Valley has not undertaken significant exploration 
expenditures in Canadian frontier areas. Bow Valley's 
Annual Report to the United States Securities and 
Exchange Commission, on Form 10-K, contains a 
discussion of the various governmental regulations affecting 
Bow Valley in Canada, the United States, the United 
Kingdom, Norway, and other countries. 


Gr Valley Industries Ltd. 
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Summary of Significant Accounting Policies 


These consolidated financial statements have been 
prepared by management in accordance with the 
accounting principles described below. Where 
necessary, management has made informed judgments 
and estimates in accounting for transactions which are 
not complete at the balance sheet date. In the opinion 
of management, these statements have been prepared 
within acceptable limits of materiality and are in 
accordance with Canadian generally accepted 
accounting principles appropriate in the circumstances. 


The accounting principles used conform in all material 
respects with the International Accounting Standards 
adopted by the International Accounting Standards 
Committee (IASC). As explained in Note 15, Bow 
Valley’s accounting principles do not conform in 
certain respects with United States generally accepted 
accounting principles. 


Minor reclassifications have been made to information 
previously provided for prior periods to conform to the 
presentation adopted in 1980. 


Principles of Consolidation 


The consolidated financial statements include Bow 
Valley Industries Ltd. and all its subsidiaries as well as 
Bow Valley’s proportionate interest in partnerships, 
some of which are limited partnerships in which Bow 
Valley is the general partner. 


Foreign Currency Translation 


Bow Valley translates foreign currency transactions 
and accounts of foreign subsidiaries to Canadian 
dollars as follows: 


e Monetary assets and liabilities (mortgages and 
accounts receivable, current liabilities, and long term 
debt) are translated at year-end rates. 


e Non-monetary assets and liabilities (inventories, 
capital assets, deferred income taxes, and exploration 
and development advances) are translated at rates in 
effect on the dates of the transactions (historical rates). 


e Most revenues and expenses are translated at 
average rates in effect during the year. Certain 
expenses relating to non-monetary assets are 
translated at historical rates. 


e The resulting gains and losses are reflected 
immediately in the statement of income, except for 
unrealized translation gains and losses relating to long 
term debt and mortgages receivable which are 
amortized over their remaining terms. 


Substantially all of the deferred unrealized exchange 
losses relate to long term debt repayable in U.S. funds 
by subsidiaries operating within the United States or 
whose major revenues are in U.S. currency. 


30 


Capital Assets, Depreciation, and Depletion 


(a) Oil and Gas Properties and Equipment 


The full cost method of accounting used by Bow Valley 
for oil and gas operations results in all costs of 
exploring for and developing oil and gas reserves being 
capitalized and charged against earnings as explained 
below. These costs are accumulated in various cost 
centres, of which the most significant are: 


e Producing Cost Centres — Canada, excluding 
frontier areas north of 60°N and offshore; United 
States; North Africa and the Middle East; and 
Southeast Asia. 


e Non-Producing Cost Centres - Frontier Canada; and 
Europe, including the North Sea. 


Costs accumulated in producing cost centres are 
depleted using the unit of production method based 
upon estimated proved reserves of oil and gas. 
Depreciation of oil and gas well equipment is also 
calculated on the unit of production basis. Depletion is 
not recorded for unusually significant investments in 
unproved properties pending the assessment of 
whether proved reserves have been discovered, or for 
major development projects if unusually significant 
development costs must be incurred prior to 
ascertaining the quantities of proved reserves 
attributable to the properties. 


Expenditures in non-producing cost centres are 
amortized at the rate of 10% annually on a straight-line 
basis until sufficient reserves are established to 
warrant economically commercial production (at 
present only Europe), at which time amortization 
ceases. If exploration activities are discontinued in a 
cost centre, the unamortized costs in that area are 
charged to depletion expense. 


(b) Mining Properties and Equipment 


All costs of exploring for and developing mineral and 
coal reserves which relate to specific properties are 
capitalized. Costs accumulated for productive 
properties are depleted using the unit of production 
method when production commences, based on proved 
recoverable reserves. Costs relating to properties which 
are proven to be unproductive or uneconomic are 
written off to depletion expense during the period when 
such event occurs. Mining and related equipment is 
depreciated by the straight-line method over the 
estimated useful life of the equipment. 


(c) Oilwell Drilling Equipment 


Oilwell drilling equipment is depreciated by the 
declining balance method at the rate of 8% annually, 
based on an estimated 15-year life with a residual 
value of 30%. 


(d) Other Capital Assets 


Other capital assets are depreciated by various 
methods and at various rates designed to amortize the 
cost of the assets over their estimated useful lives. 


Capitalization of Interest 


Interest is capitalized on expenditures relating to the 
construction of major capital assets, including 
significant oil and gas properties and projects subject 
to current exploration or development activities in 
countries where Bow Valley does not have production. 
Interest is also capitalized on unusually significant 
exploration and development projects in producing 
cost centres where such costs are not being 
depreciated or depleted. Capitalization is discontinued 
when the asset is ready for use or production 
commences. 


Industry Segments 


Bow Valley has divided its operations into the 
following business segments for segmented financial 
reporting: 


e Oil and Gas — The worldwide exploration, 
development and production of oil and natural gas; 


e Coal — The development and mining of coal in the 
United States; 


¢ Oilwell Drilling — The provision on a contract basis 
of oilwell drilling services in North America; 


e Industrial Products — Various manufacturing and 
supply operations, primarily related to the natural 
resource industries in North America; 


¢ Diamond Drilling — The provision of diamond 
drilling services on a contract basis and the 
manufacture of diamond drilling equipment, in North 
America; 


e Environmental Products — The manufacture of 
heating and air-conditioning equipment and provision 
of engineering services and products related to 
environmental monitoring and control, in North 
America; and 


e Other — Other operations, including uranium, which 
are presently insignificant with respect to Bow Valley’s 
assets and operations. 


Auditors’ Report 


TO THE SHAREHOLDERS OF 
BOW VALLEY INDUSTRIES LTD. 


We have examined the consolidated balance sheets of 
Bow Valley Industries Ltd. as at December 31, 1980 
and 1979 and the consolidated statements of income, 
changes in financial position, segmented financial 
information, changes in components of working 
Capital, and retained earnings for the years ended 
December 31, 1980 and 1979 and the seven months 
ended December 31, 1978. Our examinations were 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests and 
other procedures as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements 
present fairly the financial position of the Company as 
at December 31, 1980 and 1979 and the results of its 
operations and the changes in its financial position for 
the years then ended and for the seven months ended 
December 31, 1978 in accordance with Canadian 
generally accepted accounting principles, which except 
for the changes in accounting principles referred to in 
Note 1 with which we concur, have been consistently 
applied. 


on, Li ae 


Chartered Accountants 


Calgary, Alberta, Canada 
March 3, 1981 
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BOW VALLEY INDUSTRIES LTD. 


Consolidated Balance Sheet 


(Canadian dollars — thousands) 


ASSETS 


Current Assets 
Accounts receivable oo... ccf de aie ieee eae ene eee eee 
Inventories, at lower of cost or net realizable value ................+..----- 
Prepaid Expenses «oo... cele eye gale eh eienentt eile lala the lett elie ee te ee 


Capital Assets, at cost (Note 4) 2.0.0... 0... e eee ee eee sent 
Less accumulated depreciation and depletion ..................-+.e.00e- 


Other Assets 
Mortgages and other receivables 2... 2)... <c)syarsne alte tee etee iene eee taenere 
Real estate held for resale, at CoSt 5. 23 2 Pearce etic ence ea 
Unrealized foreign exchange losses, less amounts amortized ............... 
Other assets, at COST... oie). Alea ae ee cee eee eee 


Approved by the Board 


Director 


iy e— Director 
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December 31 


1980 


$ 92,199 
27,616 
3,358 
123,173 


640,212 
130,002 
510,210 


7,499 
4,472 
5,367 
8,731 

26,069 


$ 659,452 


1979 


$ 75,590 
22,068 
2,081 


99,739 


453,768 
93,148 
360,620 


4,854 
3,995 
3,981 
7,124 

19,954 


$ 480,313 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current Liabilities 
Bank indebtedness (Note 5) 
Accounts payable and accrued 


MM MOPIMIOCUUINOLG Gite sg '. Gv se ct cee wate ele ad cule seen y wey dees. 
Exploration and Development Advances (Note 7) ...............0 cee ee eeee 
SGM. ee ce nib be Wide a cla ne ee wie eae ere 


Shareholders’ Equity (Note 8) 


7% Cumulative redeemable convertible Class B preferred shares ........... 
meeermapiemrorerred ShareS .......0 60s eda ce es cee esc cuseet ee esoue 


Common shares — 34,992,503 (1979 - 34,455,267) shares issued and 


RE TOU Toi gk nae uo 0 ute afdveavace aie Us aus, dale tape ee ete ates 
AR GED GE eo ne co crate at. OF ee AO 


Contingent Liabilities (Note 11) 


SEES og oh eerie Ak Sa Rare that = bed teiae Alen 


December 31 


1980 


$ 8,015 
55,557 
120 
23,900 
87,592 
233,469 
87,144 
9,714 
57,120 


475,039 


58,793 


60,009 
65,611 


184,413 


$ 659,452 


1979 


$ 13,255 
39,903 
6,206 


23,584 


82,948 
232,034 
28,327 
1,689 


39,374 


384,372 


1,590 


53,455 
40,896 


95,941 


$ 480,313 
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BOW VALLEY INDUSTRIES LTD. 


Consolidated Statement of Income 


(Canadian dollars — thousands, except per share data) 


Seven 
Months 
Ended 
Year Ended December 31 December 31 
1980 1979 1978 1978 
Revenue (Unaudited) 
Service and manufacturing: «2c $ 193,097 $ 156,259 $ 143,531 $ 88,553 
Oil, gas, and coal, less royalties (5). 2 1) ei errre renee 157,650 110,196 83,249 51,793 
Other 0. 05 ca RS eee 11,380 9,193 5,767 3,429 
362,127 275,648 232,547 143,775 
Expenses 
Direct costs 
Service and manufacturing operations ................ 136,883 112,549 106,290 63,811 
Oil, gas, and coal operations ae ile ee ee 60,835 43,116 32,844 21,277 
197,718 155,665 139,134 85,088 
Depreciation and depletion 2. \2 32 seet2 ayers <r reeeeneae 41,423 30,108 25,570 15,341 
General and administrative 72) 9e vere 32,185 25,797 23,886 14,743 
Interest (Note 9) 2.00. ce 35,953 33,543 22,244 15,365 
307,279 245,113 210,834 130,537 
Income Before Income TaxeS................00ceeeeeeeee 54,848 30,535 21,713 13,238 
Income Taxes (Note 10) 
Current .. 2 2.5) .5. 2 ee 5,101 239 4,541 3,615 
Deferred 2... aie es © lelectra eee 17,746 13,929 2,830 754 
22,847 14,168 7,371 4,369 
Net Income ....... 2.5. 045035) 20 oe $ 32,001 $ 16,367 $ 14,342 $ 8,869 
Net Income per Common Share, based on the weighted 
average number of shares outstanding of (thousands) ...... 34,631 32,884 29,238 29,337 
Basic... cede bc cct = « Clete sence een $ 0.85 $ 0.49 $ 0.47 $ 0.29 
Fully diluted occ. ues eave: tie: olen een msg noe $ 0.84 $ 0.49 $ 0.45 $ 0.28 
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BOW VALLEY INDUSTRIES LTD. 
Consolidated Statement of Changes in Financial Position 


(Canadian dollars — thousands, except per share data) 


Seven 
Months 
Ended 
Baseman ete oot CNIS DOVE NIDOGS 1TH nies, pecebesS) 
1980 1979 1978 1978 
Source of Working Capital (Unaudited) 
From operations 
AGUINGCITE oo oe a rere Se unre $ 32,001 $ 16,367 $ 14,342 $ 8,869 
Add non-cash items, principally 
depreciation, depletion and 
Gefemedincome taxes ........-..::eecabeeecesue 58,942 42,592 28,241 17,038 
Cash Flow From Operations .......................0000- 90,943 58,959 42,583 25,907 
BeMenTROeDINGSUIC”d 06... ee ec ee vc c oaete 122,834 33,276 185,071 28,467 
Exploration and development advances ................. 58,817 6,557 5,658 2,358 
Common shares issued, less costs ................0000. 5,347 26,118 1,139 606 
Preferred shares issued, less costS .............0.ce000- 58,413 _ — — 
Oo ok nian oc cece ween neem adeels 11,768 4,224 5,549 5,183 
348,122 129,134 240,000 62,521 
Application of Working Capital 
Additions to capital assets 
Oil, gas, and mining properties and equipment.......... 142,630 64,137 61,416 41,122 
Boangandotnerequipment.........-.....--c+see- 51,921 13,892 24,268 13,496 
194,551 78,029 85,684 54,618 
bess proceeds Of disposalS ........ 000. cece uence eees 5,938 14,372 7,513 5,541 
188,613 63,657 78,171 49,077 
Acquisition of Flying Diamond Oil Corporation............ — — 135,005 _ 
mepaymentollongtermdebt..............ccceces nee 125,693 42,758 19,805 133 
Loans to officers and employees (Note 8(c)).............. 4,879 — — _ 
MRE RCI A a Me sec eke sle ele a ye bes ahaa om 5,639 1,292 1,425 918 
ce eb asa ee vu ne able aren ule 4,508 14,687 Oien 2,831 
329,332 122,394 240,133 63,959 
Increase (Decrease) In Working Capital.................... 18,790 6,740 (133) (1,438) 
Working Capital at Beginning of Year ..................... 16,791 10,051 10,184 11,489 
Working Capital at End of Year .....................0005. $ 35,581 $ 16,791 $ 10,051 $ 10,051 
Cash Flow from Operations per Common Share, based on 
the weighted average number of shares outstanding 
cole. et oe eee $ 2.55 $ 1.79 $ 1.44 $ 0.87 
COE is ss eee ee cee eee sews e sees $ 2.43 S Sa $ 1.34 $ 0.81 
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BOW VALLEY INDUSTRIES LTD. 


Consolidated Statement of Segmented Financial Information 


(Canadian dollars — thousands) 


Industry Segments 


Revenue 


OilandGas..... 
Goal? 2: aera 
Oilwell Drilling .. 


industrial Products :. .). :. fie eee Cae 


Diamond Drilling. 


Environmental:ProductS 9 eee ene 


General corporate 


Inter-segment eliminations 


Operating Income 


OilandGas..... 
Coal 
Oilwell Drilling .. 


Industrial Products) co. 2) Pao eee ee eee 


Diamond Drilling. 


Environmental Products): yaa ceed reer 


Operating income © os). \ssveeye.:) 4m alee eet ea 


General corporate 
Interest . 2. 25)00% 
Income taxes ... 


Net income. 


Assets, at year end 


OilandGas..... 
Coal 
Oilwell Drilling .. 


Peer yer me er et eat ee eet Cae Lier OMe Ce On Tet Otter ty Coop 


ww ee fe) eel ee ee ww) we) wm) om) vey Soncmy (ei iw) eel mee ce mm eee 


ee eee eee ee! eee ew owe) mle) a) ee) oe) i tem fem) a he) ae 


Pe ee ee Ye ee ee et Ver Yee en, Wet Ne Tu Veal Sa aT est Gs Yer or Diaatiecy a 


Industrial Products 20 ae ee 


Diamond Drilling. 


eo wm em ew wm mh ey a ee Te iy fe em) ee) eee) ee 


Environmental ProductSe2 2 a..35 eee ee ee 


General corporate 


Pe ee et ee ee ee oh eee) Tit) tr ee re 


Capital Expenditures 


OilandGas..... 
Coal 
Oilwell Drilling .. 


eee ee ee ee eer ee Ce es DC ce Chat het tr) eect ch ts 


Industrial ProductS .).:.,227ase 2 eee cen ene ee 


Diamond Drilling. 


Environmental Productsisas co renee enee ites eee 


Seven 

Months 

Ended 
Year Ended December 31 December 31 

1980 1979 1978 1978 

(Unaudited) 

$ 95,569 $ 56,924 $ 40,443 $ 24,285 
67,154 55,054 43,551 28,089 
103,609 75,376 61,979 39,785 
64,989 50,949 45,453 27,158 
16,731 14,804 14,476 8,834 
16,407 14,192 10,228 6,012 
1,287 10,092 19,439 11,162 
365,746 277,391 235,569 145,325 
5,403 6,247 4,032 1,951 
(9,022) (7,990) (7,054) ___(3,501) 
$ 362,127 $ 275,648 $ 232,547 $ 143,775 
$ 47,030 $ 25,560 $ 16,598 $ 9,986 
15,342 13,614 11,754 7,605 
23,030 17,723 12,243 9,013 
5,350 4,006 2,809 1,934 
1,562 (40) (255) 536 
2,540 1,525 915 247 
600 1,475 1,026 1,176 
95,454 63,863 45,090 30,497 
(4,653) 215 (1,133) (1,894) 
(35,953) (33,543) (22,244) (15,365) 
(22,847) (14,168) (7,371) (4,369) 
$ 32,001 $ 16,367 $ 14342 $ 8,869 
$ 395,350 $ 280,444 $ 226,936 $ 226,936 
79,710 75,922 66,715 66,715 
104,326 59,965 51,816 51,816 
33,856 24,823 20,780 20,780 
7,449 7,807 7,470 7,470 
9,807 9,053 6,762 6,762 
12,800 15,466 26,760 _ 26,760 
643,298 473,480 407,239 407,239 
16,154 6,833 10,858 10,858 
$ 659,452 $ 480,313 $ 418,097 $ 418,097 
$ 129,429 $ 53,821 $ 47,799 $ 27,767 
13,348 9,495 14,063 13,574 
45,645 10,339 12,912 9,438 
2,850 1,207 350 246 
532 572 626 232 
430 697 Sil 174 
1,749 1,548 _ 8,626 2,208 
193,983 77,679 84,687 53,639 
568 350 997 979 
$ 194,551 $ 78,029 $ 85,684 $ 54618 


* Substantially all of the coal is sold under long term contracts to the Florida Power Company and the South Carolina Public Service Authority. 
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Seven 


Months 
Ended 
Year Ended December 31 December 31 
1980 1979 1978 1978 
Depreciation and Depletion (Unaudited) 
Expense 
OIL ETS CS 2 5 tae Soc eee a ee ne $ 22,862 $ 16,202 $ 12,736 Deis 43 
SE ee aaa a2 oe eet ee aan 8,994 7,004 5330 S224 
SO IWet UCM Gs. egos. a a 6 otea a a eae ee eee 8,034 55113 5,324 Soo2 
UMicicthialerOOUG (Smits. c.f... se o's ae 580 429 416 232 
Ul einolaye SUIT Ye |. «ad oa air nee Inne nman nent fi 406 374 383 220 
EEronmentallrOGUCtS 6 2. we... cs. ale. wh ae ee 300 248 221 136 
CHIMNEY = oes Jo ere ne ior 17 594 1,073 416 
41,193 29,964 25,488 15,300 
RR MUIGIOOF ATCT 2. ek iss ose vin Soke tte et ee 230 144 82 41 
$ 41,423 $ 30,108 $ 25,570 $ 15,341 
Geographic Areas 
Revenue 
SUSIE) 5 adi es A nr 1 ne a $198,562 $166,095 $147,945 $ 89,285 
Pe OS me mi ts 8. STs... eis elaveree eek eee 133,464 95,750 81,338 52,852 
MR PM SP Looe cea a a aaase Pants ails aly walle 24,946 8,703 _ _ 
PRN eis, 5's cvs a ales tie weg atele woes eve ene 1,248 a — —- 
358,220 270,548 229,283 142,137 
TE ENA ALOE so eco cd's cap ag < Sy we talata wiaieaanany sais 5,403 6,247 4,032 1,951 
CP ITITIATIONS .(6 .  oa.g cea so oe ve kee eae ease ees (1,496) 1,147 (768) (313) 
$362,127 $275,648 $232,547 $143,775 
Operating Income 
EE ey cial ss, vaste ens Gls ibe viele ees pula ewe $ 49,148 $ 38,524 $ 28,190 $ 17,984 
Ae wl decs whole en ban a wuiclaes 32,703 20,482 17,720 12,843 
ST oe be a kb au sce ewe nla wees 13,673 5,722 — — 
TE. ka se ciate eee cas nee ee eb wen (70) (865) (820) (330) 
CONTIG 220s). © oy wee sier dia at eins osc arauehe = (are 95,454 63,863 45,090 30,497 
a MEM AL OW cc go ks oe eee lk w wlalie wowed a slain eee’ (4,653) 215 (1,133) (1,894) 
Se i ce lk ss ae wk eee eee ew lela (35,953) (33,543) (22,244) (15,365) 
NGS) 5 GSS eae ie ae ese (22,847) (14,168) ) (7,371) (4,369) 
IPMILGMEM Tg Ghicie cei cle ate ob ald Bieta eae wi Gl alerotucada = $ 32,001 $ 16,367 $ 14,342 $ 8,869 
Assets, at year end 
RR A cg ec nie ue wlae ee Slee eae wba ne oe tie $208,889 $159,760 $141,292 $141,292 
TET co kan oe ee ew dee we wlelein en ee ale 252,582 216,475 197,712 197,712 
ETO RI ire va ahe eee cies a ek ue Oni be wa coe meer 98,581 36,759 27,600 27,600 
cot te! 2 0 5 6 alt nr eee Age Rarer 47,954 45,004 24,200 24,200 
ng ee ee sea eee ean ase eens 35,292 15,482 10,435 16,435 
643,298 473,480 407,239 407,239 
Co ahel a (eei2e). a ee iar Sue acer Pa ea 16,154 6,833 10,858 10,858 
$659,452 $480,313 $418,097 $418,097 
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BOW VALLEY INDUSTRIES LTD. 


Consolidated Statement of 


Changes in Components of Working Capital 


(Canadian dollars — thousands) 


Increase (Decrease) In'Current Assets 


Accounts receivable tie. ieee 
InventorieS 2.5 oes ceed eee neers ee cee ees eo 
Prepaid expenses ..2.. 2.) fei ote eee ane eae 


Net increase in current ASSELS 0. ae ener 


Increase (Decrease) In Current Liabilities 


Bank indebtedness « ...0. sic Sos se = aes ee eee eee ee 
Accounts payable and accrued rg. -)otreerer etree 
Income taxeS 2 fo.bee eae ene eee ee 
Long term debt due within one year...............-.- 


Net increase in current liabilities .................. 
increase (Decrease) In Working Capital ...............-. 


BOW VALLEY INDUSTRIES LTD. 


Consolidated Statement of Retained Earnings 


(Canadian dollars — thousands, except per share data) 


Retained Earnings at Beginning of Year ............... 


Add 


Net income (3 6.5.) ee eee ee 


Contributed surplus arising on open market 


redemption of Series A preferred shares ........... 


Deduct 
Dividends paid 


7% Class B preferred shares ...............+---- 
52% preferred shares SerieSA..............-0-- 
5% second preference shares ..............0.0-- 
Common shareS «..).0 0 5a) coe ei eee 


Capital transactions relating to the 
issue and redemption of preferred 


shares, less income taxes (Note 8)................ 


Retained Earnings at End of Year..................... 


Dividends Paid per Common Share ................... 
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Seven 
Months 
Ended 
December 
Year Ended December 31 31 
1980 1979 1978 1978 
(Unaudited) 
$ 16,609 $ 27,868 $ 20,808 $ 5,923 
5,548 2,244 3,636 114 
1,277 (491) 1,759 364 
23,434 29,621 26,203 6,401 
(5,240) 2,026 (3,587) 3,546 
15,654 6,651 19,142 1,153 
(6,086) 3,502 2,074 531 
316 10,702 8,707 2,609 
4,644 22,881 26,336 7,839 
$18,790 $ 6,740 $ (133) $ (1,438) 
Seven 
Months 
Ended 
December 
Year Ended December 31 31 
1980 1979 1978 1978 
(Unaudited) 
$ 40,896 $25,820 $ 12,888 $17,854 
32,001 16,367 14,342 8,869 
17 1 15 15 
32,018 16,368 14,357 8,884 
2,138 - -: - 
17 69 71 54 
4 126 500 375 
3,480 1,097 854 489 
1,664 — a -- 
7,303 1,292 1,425 918 
$ 65,611 $ 40,896 $ 25,820 $ 25,820 
$0.10 $0.033 $0.029 $0.017 


BOW VALLEY INDUSTRIES LTD. 
Notes to Consolidated Financial Statements 


(Canadian dollars — tabular amounts in thousands, except per share data) 


1. Changes in 
Accounting 
Principles 


2. Change in 
Accounting 
Estimate 


3. Comparative 
Financial 
Information 


4. Capital Assets 


5. Bank 
Indebtedness 


As a result of the adoption in the United States in 1980 of Statement No. 34 of the Financial Accounting Standards Board 
which substantially revised the generally accepted method of capitalizing interest costs, Bow Valley changed its method of 
calculating interest to be capitalized, effective January 1, 1980. This revision is in accordance with Canadian generally accepted 
accounting principles and, in the opinion of management, appropriate for Bow Valley. 


The change involves the capitalization of interest on specific capital projects, as discussed in the Summary of Significant 
Accounting Policies, on the basis of interest incurred on all long term and current debt and exploration and development 
advances. Previously, only interest on debt specifically obtained for the construction or development of such capital projects 
was Capitalized. The effect in 1980 was to increase the amount of interest capitalized by $3,888,000, net income by $2,187,000 
($0.06 per share) and cash flow from operations by $3,888,000 ($0.11 per share). 


Effective January 1, 1980, Bow Valley changed its method of recording Canadian investment tax credits to conform with the 
method used by Bow Valley for recording United States investment tax credits. Accordingly, all investment tax credits are now 
recorded as a reduction of income tax expense, whereas previously the Canadian credits had been recorded as a reduction of 
the costs of the related capital assets. The effect in 1980 was to increase net income by $1,335,000 ($0.04 per share) and cash 
flow from operations by $2,534,000 ($0.07 per share). The impact on earlier years is not material. 


Both of these changes were adopted in the fourth quarter of 1980, with effect from January 1, 1980, and the previously reported 
first three quarters of 1980 have been restated. 


Based on operating performance and physical condition, Bow Valley changed its depreciation rate for oilwell drilling rigs from 
20% declining balance to 8% declining balance, effective January 1, 1979. As a result, net income was increased by $1,489,000 
($0.05 per share) in 1979. Net income was not restated retroactively for 1978. 


During 1978 Bow Valley changed its year end from May 31 to December 31, resulting in a seven-month fiscal period ended 
December 31, 1978. Management believes that its estimate of the results for the twelve months ended December 31, 1978, 
which has been presented but not audited, is more informative for comparison with 1979 and 1980. 


1980 1979 

Net Book Net Book 

Cost Value Cost Value 

Oil and gas properties and equipment by cost centre, 
using full cost accounting method 

Canada, excluding frontier areas ................... $ 99,319 $ 68,142 $ 80,159 $ 55,080 
Wnited (States 20a. daca. ct resemeeneee eens eis ie jora ce eee 139,616 111,410 120,728 103,871 
NorthAfrica and the Middle: East: s+ ame ance cerenier 52,639 44,666 43,722 40,906 
Europe, including the NorthSea .................... 107,973 107,609 41,983 41,619 
Other, including Southeast Asia.................... 22,670 19,146 8,737 5,387 
422,217 350,973 295,329 246,863 
Mining properties and equipment ..................0000. 96,759 75,356 81,956 69,542 
Oiwellidnillingiequlpmentt ees cut. seeersiey teaser Renee ten neler 91,981 66,123 52,790 30,512 
Othencapitaliassets <iccepae ee oeeeusenis emederee Perera orate 29,255 17,758 23,693 13,703 
$640,212 $510,210 $ 453,768 $360,620 


Bow Valley has established revolving lines of short term credit with banks, providing for overdrafts, loans and bankers’ 
acceptances. Borrowings under these lines of credit can be made at any time and bear interest based on prevailing 
bank prime rates; there are no significant compensating balance requirements or commitment fees. Unused lines of 
short term credit approximated $7.2 million at December 31, 1980 and are additional to the unused lines of long term 
credit discussed in Note 6. 


The average month-end indebtedness under the lines of short term credit during 1980 approximated $16.1 million and 
the maximum outstanding at any month end was $27.5 million. The weighted average interest rate for the year was 
15.1% and was 18.7% at December 31, 1980. 
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6. Long Term Debt 1980 1979 
Bank loans (including U.S. $103.6 million) .........-... 025-222 e esac eee ean eee ee nee $ 206,689 $236,068 
8% Convertible subordinated guaranteed debentures, (U.S. $40 million) .................. 47,788 — 
Other (including U.S. $1.4 million) <== 50 os sreteye aly ele ete etet ele cients ia terest ea lela ae 2,892 19,550 
257,369 255,618 
Less amount due within'one Yeah. ane. aire ciel teens tiene ete tclie ort ete tet set tet ee een 23,900 23,584 


$ 233,469 $232,034 


The bank loans are secured by various oil and gas properties and other capital assets and bear interest which 
approximated 13.4% and 15.9% on a weighted average basis for 1979 and 1980, respectively, and 19.9% as at 
December 31, 1980, generally based on prevailing bank prime rates. These loans are repayable over varying periods of 
time extending to 1990; however, as is normal practice in Canada, bank loans approximating $187.7 million are 
evidenced by demand loans, and the banks reserve the right to call them at any time. 


The 8% convertible subordinated guaranteed debentures are due in 1995 and were issued in December, 1980 by Bow 
Valley Investments B.V., a wholly-owned subsidiary incorporated in The Netherlands. Interest is payable semi-annually, 
with Canadian, United States or United Kingdom withholding taxes, if any, payable by Bow Valley. These debentures, 
which were issued in denominations of U.S. $1,000, are convertible at any time after April 15, 1981 and before the due 
date into approximately 52 common shares (subject to anti-dilutive provisions) of Bow Valley Industries Ltd. for an — 
effective conversion price of Cdn. $23), per common share. 


On December 15, 1985, the debentures may be redeemed at the option of the holder for an amount equal to 125% of 
their principal amount. Bow Valley may fully or partially redeem the debentures at any time after December 15, 1985 at 
their principal amount, or at any time prior to December 15, 1985 provided that the average market price of Bow 
Valley’s common shares has been at least 130% of the conversion price then in effect for a specified period of time, 
at an amount declining on an annual basis from 105% to 101% of their principal amount. 


Redemption by Bow Valley is permitted at any time, and without premium, if a detrimental change occurs in the 
withholding tax regulations of The Netherlands, United States or United Kingdom which affects payments made 
relating to these debentures. These debentures are subordinated to Bow Valley’s other debt and liabilities. 


The aggregate repayments required on long term debt are: 


Canadian Dollars U.S. Dollar 

or Equivalents Repayments 
a Lo): en ne Ee no amadioo a mG hae n cc ogen $ 23,900 $ 11,714 
5 |S) nan RMA AINA hci. 5. tote Soo aviobicodcooscouses 28,273 14,207 
ao) on nA A aid oaadcdcuugougoeoveasccntca 23,871 12,533 
4984. ci din ea a bie boavena collb ile allyl ae Cl RUSS Ae tm le DA gs eee 18,361 9,572 
a1: ois nen nnn nna id Mas wg Glin Joumnlms coder oa sco ose 16,528 8,036 
a Bel-)(--0)(- An nN A ng oo bc onan dao oo bao ss ous se 146,436 88,983 
$ 257,369 $ 145,045 


At December 31, 1980, Bow Valley had unused lines of long term credit available for general corporate purposes 
approximating $52.0 million. Bow Valley pays monthly commitment fees at an annual rate of % of 1% on unused lines 
of credit. : 


7. Exploration and Bow Valley receives interest bearing, non-recourse advances in connection with the exploration and development of 
Development United Kingdom Blocks 16/2a, 16/3a, and 16/7a (Brae) in the North Sea. Interest rates are 634% on the first U.S. $40 
Advances million of advances and will be at prevailing market rates relating to the principal lender's cost and source of 

financing on the remaining advances. Advances aggregated U.S. $76,324,000 at December 31, 1980 and the principal 
lender was using short term LIBOR financing at a rate of 16.86%. 


The advances and interest are repayable solely out of 70% of Bow Valley’s share of net proceeds of production after 
cash income taxes from these Blocks when commercial production commences. The United Kingdom authorities have 
approved the development plans for the South Brae field; production is expected to commence in 1983. 


8. Shareholders’ (a) 7% CUMULATIVE REDEEMABLE CONVERTIBLE CLASS B PREFERRED SHARES 
Equit : : ; 
horde Bow Valley is authorized to issue up to 1,000,000 Class B preferred shares having a par value of $60 each. 
Following a public offering dated April 25, 1980, Bow Valley received $60 million, before expenses, from the issue of 
1,000,000 7% cumulative redeemable convertible Class B preferred shares having a par value of $60 each. 
Underwriters’ commission and other expenses related to this issue ($2,588,000 less income taxes of $1,001,000) have 
been charged to retained earnings. 


STE SETS a TTS FE 
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The Class B preferred shares are convertible by the holder at any time prior to May 16, 1990 into approximately 31% 
common shares of Bow Valley Industries Ltd. at a conversion price of $17.10, which is subject to adjustment in certain 
circumstances. Bow Valley may redeem these shares at any time after May 14, 1982 at an initial price of $63 per share 
declining to $60 per share after May 15, 1989, provided that redemption may not occur prior to May 15, 1985 unless the 
weighted average market price of Bow Valley’s common shares on The Toronto Stock Exchange for a specified 30 
trading day period has been at least 125% of the conversion price then in effect (an average price requirement of 
$21.375, at present). Bow Valley has certain purchase fund obligations commencing July, 1990, based on the par value 
of preferred shares outstanding on May 16, 1990. 


During 1980, 20,114 preferred shares having a par value of $1,207,000 were converted by the holders into 70,566 
common shares. As a result, 979,886 preferred shares were outstanding at December 31, 1980. 
(b) REDEEMABLE PREFERRED SHARES 


On April 15, 1980, all of the issued and outstanding 5% % cumulative redeemable preferred shares Series A, and the 
5% cumulative redeemable second preference shares were redeemed and cancelled at an aggregate redemption price 
of $1,611,000. The excess of the redemption price over book value of these shares, amounting to $77,000, was charged 
to retained earnings. 


Prior to April 15, 1980, minor amounts of the Series A preferred shares had been purchased for cancellation at prices 
resulting in small gains on redemption, which have been credited to retained earnings. 


The second preference shares were convertible prior to April 2, 1979 into approximately 20 common shares each; 
96,600 preference shares were converted into 1,932,021 shares during 1979. 
(c) COMMON SHARES 


Bow Valley is authorized to issue up to 60,000,000 no par value common shares. Details of common shares issued 
during the period 1978 to 1980 are: 


1980 1979 1978 (12 months) 1978 (7 months) 
Shares Consid- Shares Consid- Shares Consid- Shares Consid- 
Issued eration Issued eration Issued eration Issued eration 


Issued for cash 
Employee stock options... 466,670 $ 5,347 139,650 $ 508 344,880 $ 1,139 173,580 $ 606 


Private placement at 
$8.67 per share, 
less costs of $390,000... — — 3,000,000 25,610 — — _ _ 


466,670 5,347 3,139,650 26,118 344,880 pd SO Meni. 3-OG0 606 


Issued on conversion of 
second preference 
Giese esha chclet heads — - 1,932,021 9,660 — _ — —_— 


Class B preferred 
SMANES sesh chairs meus eree 70,566 1,207 _ _ _ = aS = 


537,236 $ 6,554 5,071,671 $35,778 344,880 $1,139 173,580 $ 606 


During 1980, stock options exercisable at any time over a 10-year period were granted to various officers and senior 
employees permitting them to purchase 554,400 common shares at a price of $15.79 each and 11,000 common shares 
at a price of $23.63 each. No outstanding options expired or were cancelled during the year. 


Options for 309,000 common shares at $15.79 each were exercised during 1980 by certain officers and senior 
employees under a plan providing for 10-year interest-free loans for 100% of the purchase price. These loans were 
made to 6 officers ($2,454,000) and 10 senior employees ($2,425,000); the shares purchased are being held by an 
independent trustee as security for the loans. Repayment of the loans is required at an annual rate of 5% of the 
original balance plus an amount equal to the dividends paid on the related shares. Accelerated maturities are required 
in the event of retirement or other termination of employment. The balances outstanding at December 31, 1980 were 
$2,323,000 and $2,297,000, respectively, and have been included in the balance sheet under the caption “mortgages 
and other receivables”, with the portions due within one year included under ‘‘accounts receivable”. 
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Expensed 
and 
Capitalized 
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Taxes 


At December 31, 1980, the following options were outstanding: 


Number of 
Shares 


66,000 
101,700 
43,500 
241,900 
11,000 


464,100 


Option Price 
Per Share Total 
$4.02 S3, Aas) 
Broo 339 
4.89 213 
15.79 3,819 
23.63 260 
$4,896 


Expiry Date 


June 3, 1981 
June 8, 1982 
June 7, 1983 
May 27, 1990 
August 13, 1990 


None of the options outstanding at December 31, 1980 are subject to the provision of interest-free loans. 


At December 31, 1980, 3,438,196 common shares were reserved for conversion of the Class B preferred shares, 
2,076,886 common shares for conversion of the convertible debentures (Note 6), and 464,100 common shares for 
options issued under the employee stock option plan. In addition, 811,630 common shares are reserved for future 


issuance of options to officers and employees. 


All information in these financial statements has been adjusted to retroactively reflect the 3 for 1 stock split on May 
13, 1980 and the 2 for 1 split on October 27, 1978. 


Interest incurred on 


Eong termidebtqreremuree meter ies yo coset ar mreuentene eiecorns 
Exploration and development advances 
(@) dal =] Roe eR RGR ochcto Oks ota aekete Oem Lay ok Biro cee ener a 


Less'interest capitalizeGiaira iis ois -os cam erene eee stele a 
InterestiexpenSediscr ve nm aeere ns \ sla elvdey eee eeueme natn apapep alate 


Bow Valley’s income before income taxes has been earned as follows: 


Total income tax provisions have varied from the Canadian corporate tax rate of 47%, for the following reasons: 


Income taxes at the Canadian 
corporate taxrate ......... 
Add (deduct) 

Effect of higher foreign tax 
rates on foreign earned 
INCOME Ms 26 eis tence seels 

Crown charges disallowed 
fontax PurpOSCS rane 

Resource profits rate 
FEGUCTIONS@emrracieeemer 

Investment tax credit....... 

Permanent difference 
between foreign deprecia- 
tion and depletion for tax 
purposes over book ...... 

Provincial resource industry 
rebates 6.) Geese 


Actual income tax provision ... 


1978 1978 
1980 1979 (12 months) (7 months) 
(Unaudited) 
$37,070 $33,401 $22,087 $15,342 
3,121 1,783 1,431 905 
2,771 2,169 1,498 1,016 
42,962 37,353 25,016 17,263 
7,009 3,810 2,772 1,898 
$35,953 $33,543 $22,244 $ 15,365 
1978 1978 
1980 1979 (12 months) (7 months) 
(Unaudited) 
$33,870 $ 25,658 $19,363 $11,417 
20,978 4,877 2,350 1,821 
$54,848 $30,535 $21,713 $13,238 


1980 1979 1978 (12 months) 1978 (7 months) 
Amount % Amount % Amount % Amount % 
(Unaudited) 
$25,779 47 $14,351 47 $10,205 47 $ 6,222 47 
4,722 9 1,692 6 — — — —_ 
6,620 12 5,496 18 4,782 22 2,587 19 
(6,967) (13) (5,519) (18) (6,499) (30) (3,633) (27) 
(2,534) (4) (863) (3) (203) (1) (203) (1) 
(2,580) (5) — _— —_ — — _ 
(1,545) (3) (1,425) (5) (1,443) (7) (772) (6) 
(648) (1) 436 1 529 “8 168 wk 
$ 22,847 42 $14,168 46 Sao ial 34 $ 4,369 eke 


11. Contingent 
Liabilities 


The actual income tax provision can be analyzed as follows: 


1978 1978 
1980 1979 (12 months) (7 months) 
Current (Unaudited) 
Ganada eerie cat cant: een Me nee $ 2,995 $ 5,649 $ 2,966 $ 2,635 
OUD G rare tee ai cn: ce Naan cme Sere Neh wre dT, 2,106 (5,410) 1,575 980 
5,101 239 4,541 3,615 
Deferred 
Canad awe eae cies eee ce tee er SSOERS 10,731 4,280 2,975 1,006 
UNE Seas coeh eA AO Lo lath ak Fe eeeink lt ae 7,015 9,649 (145) (252) 
17,746 13,929 2,830 754 


$22,847 $14,168 $ 7,371 $ 4,369 


Deferred income tax expense results from timing differences in the recognition of revenues and expenses for tax and 
financial statement purposes, primarily relating to depreciation and depletion. 


(a) OUTSTANDING LITIGATION 


Bow Valley is a defendant in the following lawsuits: 


(i) On December 23, 1977, an action was filed in the United States District Court for the Southern District of New 
York by the plaintiff, Sol Levine, against Flying Diamond, H. P. McLish, Gary F. Sprouse and Harold U. Zerbe. 
The complaint alleges violations of the Securities Act of 1933 and the Securities Exchange Act of 1934 in 
connection with the offer and sale to the plaintiff of interests in nine limited partnerships formed by Flying 
Diamond. In addition, the complaint alleges that Flying Diamond, among other things, breached the limited 
partnership agreements and fiduciary duties and violated the General Business Law of the State of New York. 
The plaintiff seeks, among other things, damages in excess of U.S. $2.3 million, an accounting, reformation of 
one of the limited partnership agreements, the employment of a receiver to operate the limited partnerships 
which are the subject of the lawsuit, and punitive damages in the amount of U.S. $500,000. Legal counsel 
representing Bow Valley and the other defendants in this action have advised that such defendants, in their 
answers, have denied the substantive allegations in the complaint and have asserted various affirmative 
defences and that discovery procedures have not yet been completed. 


(ii) On August 14, 1978, an action was commenced in the United States District Court for the Southern District of 
New York by the plaintiff, Harvey Greenfield, against Flying Diamond, Bow Valley Industries Ltd., Bow Valley 
Exploration (U.S.) Inc., Holmes P. McLish and Gary F. Sprouse. The plaintiff purports to represent all 
stockholders of Flying Diamond as of March 3, 1978, and seeks damages on their behalf. 


The complaint alleges violation of the Securities Exchange Act of 1934 and state law and seeks judgment for 
damages sustained, punitive damages, and plaintiff's costs in prosecuting the suit. The complaint alleges, 
among other things, inadequate disclosure relating to the value of the Flying Diamond shares. Legal counsel 
representing Bow Valley and the other defendants have advised that they believe the possibility that the 
outcome of this action will cause a material loss to Bow Valley is remote. 


(iii) | On July 17, 1979, an action was instituted in the Federal District Court for the Eastern District of Kentucky by 
the plaintiffs, Lindsey and Elliott, against Bow Valley Coal Resources, Inc. The plaintiffs claim U.S. $5 million in 
damages and U.S. $5 million in punitive damages for breach of an operating agreement for oil and gas wells. An 
answer has been filed contesting the plaintiffs’ claim. Legal counsel representing Bow Valley in this action have 
indicated that Bow Valley will not incur a material loss as a result of this claim. 


These lawsuits relate to Flying Diamond’s operations prior to its acquisition by Bow Valley or to the acquisition 
process itself. Settlements, if any, will be considered as additional Flying Diamond purchase consideration and 
allocated to the capital assets acquired. 


(b) REDEMPTION PREMIUM ON 8% CONVERTIBLE SUBORDINATED GUARANTEED DEBENTURES 


As discussed in Note 6, holders of any debentures still outstanding on December 15, 1985 may on that date require 
redemption of the debentures at a premium of 25% over their principal amount. As at December 31, 1980, the 
maximum premium payable is U.S. $10 million. 
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12. Pension Plans Bow Valley’s non-unionized permanent employees are eligible after various service requirements to participate in one 


13. Selected 


Quarterly 
Financial 
Information 
(Unaudited) 


14. Subsequent 


Event 


15. Significant 


44 


Differences 
Between 
Canadian and 
United States 
Generally 
Accepted 
Accounting 
Principles 


of the following pension plans: a voluntary defined benefit pension plan for Canadian employees; a mandatory money 
purchase plan for U.S. coal employees; or a voluntary money purchase plan for other U.S. employees. As of January 1, 
1980, the date of the most recent actuarial valuation for the Canadian defined benefit plan, Bow Valley did not have 
an unfunded pension liability. Bow Valley’s contributions for these plans were: 1980 - $1,170,000; 1979 - $950,000; 1978 
(12 months) - $570,000; and 1978 (7 months) - $370,000. 


Quarter Ended Full 
March 31° June 30 Sept. 30 Dec. 31 Year 
YEAR ENDED DECEMBER 31, 1980 
Revenues once eee $88,409 $83,766 $89,512 $100,440 $ 362,127 
Gross‘profit eager ee ae eee 32,278 28,877 28,006 33,825 122,986 
Net income ae coos pk aerator arate 7,606 6,033 6,358 12,004 32,001 
Cash flow from operations ............ 22,981 19,936 21,421 26,605 90,943 
Net income per common share......... $0.22 $0.16 $0.15 $0.32 $0.85 
Cash flow per common share .......... 0.67 0.56 0.58 0.74 2.55 
YEAR ENDED DECEMBER 31, 1979 
Revenue’: 58 Ge teracele a ere oar $61,765 $56,673 $74,589 $82,621 $ 275,648 
Gross protittis oe eee ar ee ener 19,320 16,926 23,700 29,929 89,875 
Netincome s22-¢ sce e cies eee eee BOOZ 1,403 4,835 6,597 16,367 
Cash flow from operations ............ 10,455 10,635 15,501 22,368 58,959 
Net income per commonshare......... $0.12 $0.03 $0.15 $0.19 $0.49 
Cash flow percommon share .......... 0.35 0.32 0.46 0.66 1.79 


Gross profit represents revenues less direct costs and depreciation and depletion expense. 


As explained in Note 1, the previously reported information for the first three quarters of 1980 has been restated to 
reflect the changes in accounting principles adopted during the fourth quarter of 1980, with effect from January 1, 
1980. 


On February 23, 1981, Bow Valley Resource Services Ltd., a principal operating subsidiary, completed a public offering 
of common shares and 11% convertible subordinated debentures, receiving net proceeds approximating $61.7 million 
after all costs of issue. As a result, Bow Valley’s ownership of Bow Valley Resource Services Ltd. was reduced from 
100% to 78% and will be further reduced to 68% if all of the debentures are converted to common shares. 


All of the proceeds were used to retire existing current and long term bank indebtedness. Had this transaction been 
finalized at December 31, 1980 and the proceeds applied as noted, the effect on Bow Valley’s financial statements 
would have been to increase working capital by approximately $20 million, decrease long term debt by $21.5 million, 
and create a minority interest of $16 million. In addition, Bow Valley would have realized an extraordinary income item 
of approximately $18 million, recognizing the increase in Bow Valley’s share of the net equity of Bow Valley Resource 
Services Ltd. — this item will be reflected in the results for the first quarter of 1981. Similar extraordinary income 
items will arise as the 11% convertible subordinated debentures are converted into common shares. 


(a) FOREIGN CURRENCY TRANSLATION 


The U.S. Financial Accounting Standards Board’s Statement No. 8 requires that all unrealized foreign exchange 
translation gains and losses be reflected immediately in net income with no deferral for those relating to long term 
debt and mortgages receivable. 


(b) OIL AND GAS PROPERTIES AND EQUIPMENT 


The U.S. Securities and Exchange Commission’s full cost accounting rules require the establishment of cost centres 
on a country-by-country basis and annual valuation of non-producing cost centres with no annual amortization unless 
a valuation loss is apparent. 


16. Oil and Gas 
Producing 
Activities 


(c) RECONCILIATION OF NET INCOME AND RETAINED EARNINGS 


1978 1978 
1980 1979 (12 months) (7 months) 
Net Retained Net Retained Net Retained Net Retained 
Income Eamings Income Earnings Income Earnings Income Earnings 
In accordance with Canadian (Unaudited) 
generally accepted accounting 
principles, as reported.......... $32,001 $65,611 $16,367 $40,896 $14,342 $25820 $ 8869 $25,820 
Add (deduct) adjustments for 
Foreign currency translation. .... (1,386) (5,367) 3,399 (3,981) (7,380) (7,380) (6,314) (7,380) 
Oil and gas properties .......... (1,158) (2,485) 147 (1,327) (764) (1,474) (1,090) (1,474) 


In accordance with United States 
generally accepted accounting 
TINAES ocd coocan eee $29,457 $57,759 $19,913 $35,588 $ 6,198 $16,966 $ 1,465 $16,966 


Earnings per share, in accordance 
with United States generally 
accepted accounting principles 
(Canadian dollars) ............. $0.80 $0.60 $0.19 $0.04 


The Securities and Exchange Commission (‘‘SEC’’) of the United States requires disclosure of the following sup- 
plementary financial and other information relating to oil and gas producing activities. 


(a) METHOD OF ACCOUNTING USED 


As reviewed in Note 15, Bow Valley follows a form of the full cost method of accounting for oil and gas properties 
which is different from the method prescribed by the SEC. 


(b) CAPITALIZED COSTS 


Bow Valley’s capitalized costs and related accumulated depreciation and depletion for oil and gas properties and 
equipment at December 31 were as follows: 


1980 1979 

Accumulated Accumulated 
Depreciation Depreciation 

Capitalized and Capitalized and 

Costs Depletion Costs Depletion 

CAVA CMM PY Sisco sfs.is, © a/cChelsyeteaane @ tres eae eae $ 95,805 $ 29,962 STATA A $ 24,395 
UMC SLENGS: od o ctor Geren ee Bee oidid maine Seaerate ara 139,616 28,205 120,728 16,857 
/Novu) (DINZVOL 5 deacon Noe eee ROMER tens matic oceanic wale anes ae 49,894 7,383 40,928 2,505 
UM ROCIINIITG COM upis cis <is.5 «= nieiaksew Meds otsbobectaabore a ceeke 96,395 62 35,940 62 
NIOTWES 5.0 3.0'0 cut ota pad CR Ie Eee ts. A Oe ener 8,927 302 4,583 302 

BIC OME SIAMESE rn cis ach eve. Soc ialae sed ReMens, aittnes stescna oe a 15,745 2,072 — — 
COMMER. o-c:9.5 chee ott Re CRON Oran Men eee Stet, connate Ae Meare 15,835 3,258 15,363 4,345 
$ 422,217 $ 71,244 $ 295,329 $ 48,466 


(c) COSTS INCURRED IN OIL AND GAS PRODUCING ACTIVITIES 


During the periods indicated, Bow Valley incurred the following costs related to oil and gas producing activities 
(including costs capitalized and expensed): 


Property Develop- Production 
Acquisition Exploration ment (Lifting) 
pal ee 2 SY Costs Costs 
Year ended December 31, 1980 
(CATAGEN: Ss cis dea ceote ARE RI co's Geemarc oIAeS $5,142 $ 5,410 $ 7,865 $ 3,594 
UMC Stale Swe.  tee ic cr. Serato catenins cuclene Rake 1,744 783 16,615 9,589* 
PADURED FAD Ulmer nee near e -a creer) aitertenetmrroute cs lacy shcomeben’e cayisde avert 3,549 857 4,561 6,177 
United KingGdOneea. sets en-racclskvenleylouaateprsyeuvtete cette _— 8,514 51,941 — 
INGKW.a Viewers peed hats, wo Shenae SiSha c+ FIecde waco tosis wlenelos os 4,290 54 aa 
IA OMECSI Amite titi aie ke ese 6 cesta es ade seecat wasters oulerer. 4,404 973 7,536 736 
OL CTP re cictnio io etal e ieae weet Mtb ckotete oR nlachehdy eye 108 2,961 236 — 
$ 14,947 $ 23,788 $ 88,808 $ 20,096 


*Includes Windfall Profit Tax of $3,029,000, commencing March 1, 1980. 
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Property 
Acquisition 
Costs 
Year ended December 31, 1979 
Canadas seis See aera Wists tier ements cs $ 5,306 
United StateS:s... 2202s <3) orci eit ite raen Wenn ken tor 1,012 
Abu Dhabi ....0so tenderers ctor tote erence oct Meneaeney eee emrnin: — 
WyavncexelAiavefeloiny oancdagoeceonubeotousodeaaacaas — 
Nola WMO WinieIn.c Ara Adin Gogmomso ooo — 
Other 22kse te eee cae ten ne) citer tcceten ame pecan ees 153 
$ 6,471 
Year ended December 31, 1978 (Unaudited) 
Camadar can. cee tee ease Te ee renee etree $ 1,869 
United:States* a.c.cue noe cena eit eten a aie en mete ume: 1,448 
WTKe inefeKei) wocacratocoonhatonobmabewoeenac — 
Abu Dhabi tee cis eee se ree ee tarts creer meee — 
NOrWalyis joes cuentas teresiie cis ie enteushe tenn ameter te 16 
OTHe Rca eee ata ee ee eee co ae avs a et ome steps 331 
$ 3,664 
Seven months ended December 31, 1978 (Unaudited) 
Gamadains eee ee areeer ae eto) cae A ae $ 322 
United States Jan We aon mes ai esate aceon alee eee en ena 1,055 
ABUD Wabi Gy Ries etree paces tatrc sens kere: cee ere eee — 
United Kingdomiicaun gece genet ici unei rater wemetens — 
NOTA TIED fen ee ScMnIBtcy aOyE ect var coo Homan ur oh 6.006 Kyo ac 16 
Od as) Cree eC FCP MEOH dG AR a!) aeo-dnd 6 SOM 
$ 1,724 


Develop- Production 
Exploration ment (Lifting) 

Costs Costs Costs 
$ 3,464 SS She $ 3,110 
3,724 8,518 5,877 
18 14,447 1,200 

2,506 4,755 _— 

168 4 _ 
9,322 ees Lae 
$ 15,202 $5315 7aliz, $ 10,187 
G5 halter $ 5,692 $ 2,590 
3,075 6,007 5,194 

1,259 5,009 _— 

84 15,453 —_ 

402 59 — 

1,146 _ _— 
Sell lOS $ 32,220 Sano: 
$ 1,897 Seo NOS St 00” 
1,734 5,212 1,975 

a 9,492 — 

547 2,150 _— 

243 10 _— 

1,116 _— _— 


Bow Valley’s depreciation and depletion provisions relating to oil and gas producing activities during these periods 


were: 
1980 
Canada seg sien ilo e QenelenUA LOR one eee teen ae $ 5,567 
United Statesii.i oe 5 ale ndus Bdcne ane acl neem 11,348 
Oli: See nN sown o youd b anes 5,863 
$ 22,778 


1979 


$ 4,512 
9,022 
2,586 


$ 16,120 


1978 


(12 months) 


(Unaudited) 
$ 4,246 
7,846 

TE 


$ 12,805 


1978 
(7 months) 
$ 2,499 
4,153 
438 
$ 7,090 


All costs accumulated in producing cost centres are depreciated and depleted using the unit of production method 
based upon estimated proved reserves of oil and gas. During the periods indicated, Bow Valley’s depreciation and 


depletion charges per equivalent barrel produced were as follows: 


1980 
G7: 15 \0 |: EE ORE A come geod eco $ 2.69 
United States: ey a... avecis stereos se cee ely nea een nea 7.69 
Othehi is. Ak ated eee ee ee 8.55 


(d) REVENUES FROM PRODUCING OIL AND GAS RESERVES 


1979 


$ 1.52 
6.24 
9.40 


1978 


(12 months) 


(Unaudited) 
$ 1.46 
5.43 


1978 
(7 months) 


$ 1.51 
4.93 


Bow Valley’s net revenues from proved developed oil and gas reserves were as indicated in the table below. Net 
revenues are defined as gross revenues from the sale of oil and gas less royalties paid and production (lifting) costs, 
including the United States Windfall Profit Tax; net revenues are before depreciation, depletion and interest costs. 


(e) ESTIMATED NET QUANTITIES OF PROVED OIL AND GAS RESERVES (UNAUDITED) 


1978 1978 
1980 1979 (12 months) (7 months) 
(Unaudited) 
$27,968 $22,442 $20,063 $11,597 
23,186 13,767 10,573 7,338 
18,747 7,488 — — 
497 _ ~ _ 
$70,398 $43,697 $30,636 $18,935 


The following tables set forth Bow Valley’s estimated net proved reserves (developed and undeveloped) of oil (in- 
cluding condensate and natural gas liquids) and natural gas at the dates indicated, and explain the changes occurring 


between these dates. 


Oil (thousands of barrels) 


Proved reserves at December 31,1977.............. 
Purchases of reserves inplace.................... 
Extensions, discoveries, and other additions ........ 
PTOGUSUOM cer teeteys ehh oe aol neces EP eee 


Proved reserves at May 31,1978................. 


Extensions, discoveries, and other additions ........ 
RIOGUCTION Rechts bates sails cee ee eee 


Proved reserves at December 31,1978............ 


Revisions of previous estimates................... 
Purchases of reserves inplace.................... 
Extensions, discoveries, and other additions ........ 
PROGUCUION MR ttsr vietuc sn cee nee Sere 


Proved reserves at December 31, 1979............ 


Revisions of previous estimates................... 
Extensions, discoveries, and other additions ........ 
PATOCLUIGU OM etree es ares aici iaic ena OOP Ae nee ea 


Gas (millions of cubic feet - MMcf) 


Proved reserves at December 31,1977 ............... 
Purchases of reserves inplace ...................4. 
Extensions, discoveries, and other additions .......... 
PrOGuCtiOnimaercs & ¢. vic b.ccstetees Spee chee ne aa ae eee 


Proved reserves at May 31,1978 .................. 


Revisions of previous estimates .................... 
Extensions, discoveries, and other additions .......... 
[tee lie telat ss ccc sh eR RO OG ate Sins goo eau 


Proved reserves at December 31,1978 ............. 


Revisions of previous estimates .................... 
Purchases of reserves inplace ..................00- 
Extensions, discoveries, and other additions .......... 
PrOGUCTION MR sepec. serene airs sn cin haere bonte oem omens iehen oe 


Revisions of previous estimates .................... 
Extensions, discoveries, and other additions .......... 
Production Gaba si taee csc tienen tere nes, ale Hey 


United 
Canada States Other Total 

5,324 — 6,971 12,295 

— 7,401 — 7,401 
— 426 — 426 
(178) (250) _ (428) 
5,146 TET 6,971 19,694 

1,600 31 35,770 37,401 
(232) (375) — (607) 
6,514 7,233 42,741 56,488 
(322) (521) (680) (1,523) 

52 _ — 52 

Bi, 578 3,493 4,128 
(385) (635) (275) (1,295) 
5,916 6,655 45,279 57,850 
(403) 2,098 (162) 1,533 

6 1,376 3,071 4,453 
(352) (693) (686) (1,731) 
5,167 9,436 47,502 62,105 

United 
Canada States Other Total 

188,160 — 122,318 310,478 
_ 110,234 — 110,234 
2,137 9,847 — 11,984 
(5,269) (1,836) — (7,105) 

185,028 118,245 122,318 425,591 
— (11,678) — (11,678) 
12,710 — 41,405 54,115 
(6,796) (2,351) _ (9,147) 

190,942 104,216 163,723 458,881 
(3,897) (4,595) (46,885) (55,377) 
7,458 — — 7,458 
6,407 6,379 — 12,786 
(11,654) (4,597) — (16,251) 
(986) — — (986) 

188,270 101,403 116,838 406,511 
4,486 (19,060) (14,490) (29,064) 
5,191 7,568 o 12,759 
(10,328) (4,683) — (15,011) 
187,619 85,228 102, 375,195 


NOTES (continued) 


Proved developed net reserves of oil and natural gas at the dates indicated were: 


United 
Oil (thousands of barrels) Canada States _ Other Total 
DecemberSt97 Zeems sorrel etek iat ete 4,704 — 3,548 8,252 
EWE RARYAsioe rok was Gre ocd bobobg odo renooc bo mend 4,526 3,298 3,548 11,372 
December31, 19780 sane ace neta aioe ierie crane nea 4,550 3,550 3,548 11,648 
Decembenrsillal979 vera iciertae tite eicr eet eres. 3,909 3,355 6,766 14,030 
BYeYor{anleleeil, es Wiat ououomeoudcvaadsoubvabawa nod 3,698 4,753 7,267 15,718 
United 
Gas (millions of cubic feet - MMcf) Canada States Other Total 
December 3419/7. ress eae ree eee cater enna 163,260 —_ — 163,260 
EW CHA YAslnman.dieaate a oatioanons Gadaabencadone 160,128 52,527 _ 212,655 
Decembersi lO LOmacecie rer ene ener er tetera moe 42,328 — 214,480 
December’ 3 tet GrOaiee sre aera tte er ater 167,515 40,205 _— 207,720 
December3iln( 980 tracert cee eet rhea searcher ies 41,415 — 214,950 


Proved reserves are the estimated quantities of oil and gas which are reasonably certain of recovery in future years 
from known reservoirs under existing operating conditions, assuming current prices and costs. Proved reserves in- 
clude proved developed reserves and proved undeveloped reserves. 


Proved developed reserves are those reserves that can be expected to be recovered through existing wells with ex- 
isting equipment and existing (either operating or tested) recovery techniques. Substantially all of Bow Valley’s proved 
developed reserves are producing. Bow Valley’s producing reserves in the United States and Canada include those ex- 
pected to be produced from existing completion intervals now open for production in existing wells. Bow Valley’s non- 
producing developed reserves in the United States and Canada are those which exist behind the casing of or at minor 
depths below the present bottom of existing wells, which are expected to be produced through existing wells in the 
predictable future, and where the cost of making such oil and gas available for production should be relatively minor. 


Proved undeveloped reserves from onshore fields in conventional operating areas are those which are expected to be 
recovered from new wells on undrilled acreage offsetting productive acreage, or from existing wells where a relatively 
major expenditure is required for completion. Proved undeveloped reserves from offshore fields or from fields in on- 
shore frontier operating areas are those which are expected to be recovered from new wells on undrilled acreage off- 
setting productive acreage, or from existing wells where significant expenditures in well completions and transporta- 
tion systems will be required. 


All Canadian and United States reserves at December 31, 1979 and 1980 were appraised by independent consultants. 
Other foreign reserves at December 31, 1979 and 1980 were based upon the applicable operator's latest estimate, 
adjusted by Bow Valley for subsequent production to December 31, 1979 or 1980, where appropriate. 


(f) FUTURE NET REVENUES FROM ESTIMATED PRODUCTION OF PROVED OIL AND GAS RESERVES (UNAUDITED) 


Bow Valley’s estimated future net revenues obtainable from proved oil and gas reserves are set forth in the following 
table. Estimated future net revenues have been calculated on an undiscounted basis and assume continuation of 
prices in effect at January 1, 1981 and current royalty rates, costs and economic conditions. Lifting costs, royalties 
and future capital costs (based on current costs) have been deducted from gross revenues in arriving at net revenues. 
Depreciation, depletion, interest, income taxes, and various petroleum and natural gas taxes, as discussed below, 
have not been deducted. Revenues and costs of foreign areas have been converted to Canadian dollars at year-end 
exchange rates. 


Canada United States Other Total 
Proved Proved Proved Proved 
Proved Developed Proved Developed Proved Developed» Proved Developed 
ahh «ol o' $ 28/523 pee coio23 $35,031 $ 51,414 $ (98,709) $ 8,177 $ (35,155) $ 88,114 
ADS 2 verre sans 28,618 28,618 49,528 37,453 (65,360) 11,396 12,786 77,467 
OBS areata 27,864 27,864 70,800 31,982 119,072 23,687 217,736 83,533 
Thereafter 306,848 306,848 356,594 131,718 1,897,460 185,229 2,560,902 623,795 


$ 391,853 $ 391,853 $ 511,953 $ 252,567 $1,852,463 $$ 228,489 $2,756,269 $ 872,909 


Negative future net revenue estimates result from development costs during the period indicated exceeding revenues, 
if any. 


The estimated future net revenues for net gas reserves of 18,838 MMcf at South Brae, in the North Sea offshore the 
United Kingdom, have not been determined, although the future revenues from the sale of these gas reserves may be 


substantial. In addition, the oil and gas reserves in the Mackenzie Delta have not been included in future net revenues; 
Bow Valley’s share of net reserves are estimated at 1,469,000 barrels of oil and 14,084 MMcf of gas. Transportation 
systems in both areas are not sufficiently planned to permit a determination of when sales will occur. 


The present values at December 31, 1978, 1979 and 1980 (using a 10% discount factor) of Bow Valley’s estimated 
future net revenues obtainable from proved oil and gas reserves were as follows: 


1980 1979 1978 
Proved Proved Proved 
Proved Developed Proved Developed Proved Developed 
CatlaGabyrycet eniesriti an clde ale @ eave soln dsiens $ 194,854 $ 194,854 $ 160,538 $ 160,538 $ 134596 $ 134,596 
WinitediotateSievr eri ieciie ity sus go ciaiee oe 311,858 170,490 184,201 80,887 123,264 61,587 
(CHIME s sitio ¢:drottho SACI SaaS eee eRe Bae OE 866,100 139,840 562,330 126,460 80,084 28,794 
$1,372,812 $ 505,184 $ 907,069 $ 367,885 $ 337,944 $$ 224977 


(g) SUMMARY OF OIL AND GAS PRODUCING ACTIVITIES, PREPARED ON THE BASIS OF RESERVE RECOGNITION 
ACCOUNTING (UNAUDITED) 


The SEC has concluded that the traditional accounting methods for oil and gas producing activities, including the full 
cost method followed by Bow Valley, fail to provide sufficient information on financial position and operating results 

relating to these activities. Specifically, such methods are inherently limited because of their failure to provide timely 
recognition of oil and gas reserves in assets and earnings reported in the financial statements. Accordingly, the SEC 

developed a method of accounting for oil and gas producing activities known as Reserve Recognition Accounting 


(“RRA”) which is to be provided as supplementary information to the basic financial statements prepared under the 
traditional methods. 


The more significant differences between RRA and full cost accounting are: 


(i) 


(ii) 


Under RRA, the value, as defined, of proved oil and gas reserves plus temporarily deferred costs relating to the 
exploration for and development of additional reserves are reported as an asset on the balance sheet. 


Under full cost accounting, all costs associated with the exploration for and development of oil and gas reserves 
are reported as an asset on the balance sheet. 


Under RRA, additions to proved reserves and changes in valuation of proved reserves are reported in the income 
statement during the year when the proved reserves are determined to exist or the changes in valuation occur. 
The value of reserve additions is reduced by all costs already incurred in the related exploration and development 
process plus the present value of all estimated future costs for the development and production of these 
reserves. Non-productive exploration and development costs are charged to the income statement as incurred. 
Changes in valuation can occur for many reasons including changes in previous reserve estimates, oil and gas 
prices, future production and capital costs, and production schedules. The actual production and sale of oil and 
gas does not affect the income statement. 


Under full cost accounting, additions to proved reserves and changes in valuation of proved reserves do not 
immediately affect the income statement, unless the depreciation, depletion and amortization rate per unit 
produced changes. Instead, the proceeds from the sale of oil and gas less the related production costs are 
reflected in the income statement as the sales occur. In addition, the exploration and development costs 
previously capitalized, which included non-productive as well as productive costs, are charged to the income 
statement on a unit of production basis as the reserves are produced. 
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SUMMARY OF OIL AND GAS PRODUCING ACTIVITIES ON 


THE BASIS OF RESERVE RECOGNITION ACCOUNTING Year ended December 31 
1980 1979 
ADDITIONS AND REVISIONS TO ESTIMATED PROVED OIL AND GAS RESERVES 
Additions to estimated proved reserves, QrOSS..... 2... eee eee ete ett $ 186,291 $ 100,075 
Revisions to estimates of reserves proved in prior years 
Changes In prices y.)s.. ce a4 «vit ststsheseitiels cheteae @ o syetn e lee = areal ol ne ee 499,047 574,486 


Other, principally resulting from changes in estimates of reserve quantities, 
changes in estimated future development and production costs, revised 


production schedules and changes in foreign exchange translationrates ........ (260,204) (104,313) 
Accretion of GiSCOUNT. «2/5 s.c:c-02 csi odie celine oietelie ea: cevetalls e) #)cifeustre sl ister? fey eRe Real ao 90,707 33,794 
515,841 604,042 


EVALUATED ACQUISITION, EXPLORATION, 
DEVELOPMENT AND PRODUCTION COSTS 
Costs incurred, including impairments ........5..... 0.520550 os eee 41,944 18,285 
Present value of estimated future development and 
production costs, relating to current year additions 


tolestimated provedireserves .. 2 0.52 eels oe ye eee eee eee ed el 45,136 16,018 
87,080 34,303 

ADDITIONS AND REVISIONS TO PROVED RESERVES 
OVER EVALUATED COSTS: cine oc. eis cs Sh GA Se certs SUI et 9 ee see eae ede 428,761 569,739 

PROVISION FOR 

Petroleumand|natural/ gas taxes 0). 5 /Ae 2 ele ieee ees fee eee ene 225,946 87,490 
INCOME taxeS oh ode ce a kicked s ole sea. sila, serio levies ec em 8 Oh UOT ey Oe enn eee 145,227 255,023 
371,173 342,513 


RESULTS OF OIL AND GAS PRODUCING ACTIVITIES ON THE BASIS 
OF RESERVE RECOGNITION ACCOUNTING = 3 ooo nee cee thereon teteltaleltele isin seen eens $ 57,588 $ 227,226 


“Additions to estimated proved reserves” represent the value, based on year end prices, of estimated reserves added 
during the year resulting from Bow Valley’s exploration and development program, discounted to year end at an 
annual rate of 10% based on estimated annual production rates. The related development and production costs have 
also been discounted to year end at 10% based on the estimated expenditure dates. 


“Changes in prices” have been calculated by multiplying the opening reserves net of current year’s production by the 
increase in oil and gas prices at year end over the prior year end and discounting the resulting product to year end at 
10% based on the related estimated production rates. To this has been added the excess of the proceeds from the 
current year’s production resulting from actual prices higher than the prices used to determine the beginning of year 
RRA valuation. The “other” revisions have similarly been calculated by reference to the beginning of year RRA 
valuation estimates and discounted to year end at 10%. 


“Accretion of discount” has been computed by applying 10% to the beginning of year RRA valuation, in recognition of 
the increase resulting from the impact of the passage of time on the discounted cash flow approach to the RRA 
valuation of proved reserves. 


The costs of acquiring unproved properties and drilling exploratory wells are deferred until the properties are 
evaluated and determined to be either productive or non-productive, at which time they are charged to expense. Other 
exploration costs are charged to expense as incurred. At December 31, 1979 and 1980, $2,071,000 and $10,220,000 of 
costs were deferred, respectively. All deferred costs are assessed for recoverability and impairments, if any, are 
charged to expense. 


The provision for petroleum and natural gas tax includes the Canadian 8% Petroleum and Natural Gas Tax, United 
States Windfall Profit Tax, United Kingdom Petroleum Revenue Tax and 20% Supplementary Petroleum Duty, and the 
Norway Special Tax. Potential changes to the United Kingdom Petroleum Revenue Tax announced in November, 1980 
have not been taken into consideration as insufficient details have been made public to permit an assessment of the 
impact. The Canadian and United States taxes and the United Kingdom 20% Supplementary Petroleum Duty are new 
in 1980. The United Kingdom Petroleum Revenue Tax and the Norway Special Tax were increased significantly during 
1980. 

The provision for income taxes is calculated at the beginning and end of the year by applying the statutory tax rates 
to the present value of estimated future net revenue to be generated from the producing reserves, after deduction of 
the current tax basis of the properties involved and related carry forwards. The change in this provision during the 
year is adjusted by the taxes estimated to be currently payable relating to oil and gas producing activities and the 
resulting balance is charged against RRA income. 


The RRA income before taxes of $428,761,000 (1979 - $569,739,000) can be contrasted with the oil and gas revenues 
less royalties, production costs and depreciation, depletion and amortization reflected in Bow Valley’s historical full 
cost income statement of $47,622,000 (1979 - $27,577,000). 


CHANGES IN PRESENT VALUE OF ESTIMATED FUTURE NET REVENUE 
FROM PROVED OIL AND GAS RESERVES 


Year ended December 31 


1980 1979 

INCREASES 
AGCIONSANGeVISIONS 4.1: ce eee ee RT Te an Ae OTe ie EN, cos oon ie ev $ 515,841 $ 604,042 
Less related estimated future development and production costs................... 45,136 16,018 
NetadditionsandirevisionS sey ene ee ene 2 eae ed eee 470,705 588,024 
BolenaSOOmreserves in Place samen. Meme TRAE, og SR oe EUS sce etna es — 3,565 
Expenditures that reduced estimated future development costs .................-.. 68,636 21,890 
539,341 613,479 

DECREASES 
Sales of oil and gas, net of production costs of $20,096,000 (1979 - $10,187,000)........ 73,598 43,697 
Salesiolresenves: In’ DlaCe az. va. sepa) Meee eee Me Te Re Pe oe Se i te -— 657 
73,598 44,354 
INERRING RAS Beteyietse tt cat. c cts ete ce: Seta rae Retail: REAM ee Sn Re 465,743 569,125 
BEGINNING ORNVEA Ritter... 2) batter tne teste meena Wenee att mene Sonn a «OM 907,069 337,944 
[EINID) OL> VAEIATRY o & inka jodi ere en aeeRE FreeSpot RR a $ 1,372,812 $ 907,069 


As acknowledged by the SEC, RRA valuation, although based on discounted cash flow or present value basis, is not 
intended to result in a current or fair market valuation of a company’s oil and gas producing activities. An estimate of 
fair market value would have to take into account, among other things, such additional factors as: 


e the probability that future recoveries of oil and gas from present proved properties will differ from the reserves 
presently estimated; 

e the probability that reserves presently classified by engineers as probable but unproved will ultimately become 
proved; 


e the probability of additional reserves being discovered on unproved acreage; 


e the value of proved reserves in frontier areas which have not been included in the RRA valuation due to such 
factors as lack of transportation systems and governmental approvals; 


e the probability that future oil and gas prices and the costs of developing and producing the estimated reserves will 
increase; 


e the probability of significant changes in the production schedule from the currently estimated schedule; and 
e the probability of changing tax rates on oil and gas production and net income. 


Furthermore, a discount rate of 10% may not be appropriate in view of the high level of interest rates currently being 
experienced. Finally, a uniform discount rate may not be appropriate due to an evaluation of differing risk factors for 
development of offshore or frontier areas relative to more conventional areas, or operation in various foreign 
jurisdictions. 


RRA income may differ substantially from and be more erratic than conventionally reported income. RRA attempts to 
reflect events relating to exploration and development and changes in prices and costs as they occur; under 
conventionally reported income, the impact of such events is reported over many future years. Specific examples 
include: 


e the recognition in RRA income of reserves as discovered rather than as produced; 


e the recognition of price increases for unproduced reserves in the year of the price increase rather than as 
production occurs; 


e the recognition in income of changes in reserve estimates and production schedules; and 
e the recognition in income of changes in income taxes during the year of the change rather than during the 
production years. 


Furthermore, RRA income is subject to significantly greater estimation than conventionally reported income. Reserve 
estimates are inherently imprecise, particularly with respect to newly discovered reserves. The accuracy of reserve 
estimates generally improves as greater production history is attained. Estimates of development costs and 
production schedules are also highly susceptible to revision. 
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Pac Ola ic an a 197, 12", 17% 10°%, 5,375,800 5,109,100 
Bid QUaIIEn | eis... sane os. / 19% 23%, 15% 8,545,400 9,825,600 
Atm UEVAGYS = < c/s Chee een eee 25Y, 199, 22 15%, 2,142,200 2,381,400 
27,693,000 36,792,700 
Shareholders Distribution‘ — Common Shares Form 10-K 


December 31, 1980 


A copy of the Company’s Annual 


Number of Number of Report on Form 10-K for the fiscal 
Shareholders Shares Percent 
ae year ended December 31, 1980, as 
Canada Se 4G, Et at eee eee 4 800 23,924,000 ore filed with the U.S. Securities and 
WimingSxo! SIBWES oa cc ce eee 2,600 9,857,000 ae Exchange Commission may be 
OIC lee re Be aaa nea: __ 200° 1,212,000 4% obtained without charge by writing to 
7,600 34,993,000 100% 


the Vice-President, Corporate Affairs, 


‘As determined by addresses in the Shareholders Register. 
2 Canadian ownership as at March 31, 1981, was 72 percent. 


Other 


The payment of dividends on common shares is Subject to the holders of the 
Cumulative Redeemable Convertible Class B Preferred Shares receiving a 


dividend of 7 percent per annum. 


The general rate of withholding tax on common dividends paid to United 


States shareholders is 10 percent. 


Bow Valley Industries Ltd., P.O. Box 
6620, Postal Station D, Calgary, 
Alberta, Canada T2P 2V8. 


Annual General Meeting 

Annual General Meeting of the 
Shareholders of Bow Valley Industries 
Ltd. will be held in Calgary in the 
Turner Valley Room of the Palliser 
Hotel at 10:00 a.m., May 14, 1981. 


ii 
ing 


Bow Valley Industries Ltd. 


Litnoo In canaa | 
AGENCY PRESS LIMITED 


